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ABSTRACT 
 
This thesis is an enquiry into the relevance and reliability of the accounting 
information that is provided to natural shareholders. Natural shareholders are defined 
as persons who hold shares in their own name. The objective of this research is to 
determine whether accounting information is meeting the needs of natural 
shareholders. 
 
The research methodology has been designed to discover the views of natural 
shareholders through use of a survey questionnaire. Responses were analysed by a 
range of statistical tests and the development and application of scales and indices. In 
particular, a Share Sophistication Index (SSI) was developed to test the level of 
homogeneity in the behaviour; characteristics; environment; and information needs of 
shareholders. This index is based on the assumed behaviour of natural shareholders 
contained in the Statements of Accounting Concepts which form the Australian 
Conceptual Framework for Financial Reporting. 
 
The relevance of accounting information was tested by providing shareholders with a 
range of information items which are considered useful for share-related decisions. 
These decisions are selling shares, buying shares, keeping shares and voting for 
directors. The reliability of accounting information was investigated by gathering the 
views of shareholders about the factors that are assumed to add credibility to 
accounting information. The argument that shareholders' views have not been 
integrated into the conceptual framework and the theory of auditor independence is 
explored.  
 xv 
 
Shareholder behaviour and views are complex. The findings of this thesis suggest that 
the respondents do not match the assumed behaviour of natural shareholders as 
espoused in the conceptual framework. The Shareholder Sophistication Index clearly 
shows that shareholders are not a homogeneous group. 
 
The findings of this thesis question the validity of the assumptions in the conceptual 
framework about behaviour and characteristics of natural shareholders. These findings 
also suggest that the theory of auditor independence has not integrated the views of 
this large and significant group of shareholders. 
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Chapter One 
Introduction 
 
1. Introduction and Rationale 
The major objective of financial reports in countries such as Australia, USA and UK 
is that accounting information supplied by entities will enable the users to make 
rational economic decisions and to enable management to discharge their 
accountability.  The desire of the accountancy profession and regulators to achieve 
this objective has influenced the development of accounting concepts for the 
preparation of financial reports.  
 
In Australia these accounting concepts have been codified to form the basis of the 
Australian Conceptual Framework for General Purpose Financial Reporting. These 
concepts are known as Statements of Accounting Concepts (SACs) and four have 
been issued. In this thesis, SAC 2 Objectives of General Purpose Financial Reporting 
and SAC 3 Qualitative Characteristics of Financial Information are investigated. In 
 2 
this thesis it is argued that these concepts are based on a number of assumptions that 
have not been adequately tested. 
 
To achieve the aim of providing decision-useful information, certain assumptions 
have been made in relation to the behaviour, characteristics and views of users. These 
include the assumption that the information needs of users of financial statements are 
homogeneous and that accounting information supplied in general purpose financial 
reports can meet these needs. This implies that the users of financial accounting have 
the same information needs, use the information in the same way, and have similar 
characteristics. Such accounting information is described as relevant and reliable. 
These assumptions are either expressly stated in the SACs or discussed in the reports 
and monographs of the proponents of the conceptual framework such as Kenley and 
Staubus (1972), Trueblood (1973) and Barton (1982). 
 
In this thesis, the validity of these assumptions is questioned through an investigation 
of the behaviour, characteristics and views of natural shareholders in Australia. 
Natural shareholders are defined as individuals that own shares in their own name. 
This group has been chosen for a number of reasons: 
 
(i) they have an economic interest through share ownership in the company and 
are expected to make rational economic decisions (buy, sell or hold shares);  
(ii) they have the right to vote in company matters including the election of 
directors and, therefore, can provide evidence of holding management 
accountable;  
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(iii) they are a significant group, 5.2 million adult Australian who have directly 
invested in shares as stated by the Australian Stock Exchange in 2000;  
(iv) as they have a statutory right to receive annual financial reports, they are 
included in the group who should be able to "rely on" accounting information 
supplied to them by the company; and 
(v) their views have not been actively sought in accounting research in the past. 
 
Within the accounting literature there is little evidence that the assumptions about this 
large and important user group of natural shareholders hold true. Research into the 
relevance of accounting information has concentrated on shareholder use of annual 
reports. Studies by Anderson and Epstein (1995), Epstein and Pava (1993), Chang and 
Most (1985), and Lee and Tweedie (1975) have all tested the usefulness of annual 
reports to the individual shareholder. Their underlying premise was that the relative 
use of annual report provides evidence on the usefulness of accounting information.  
The argument in this thesis does not confine itself to annual reports, rather the use of 
accounting information. This approach is justified on the basis that general purpose 
financial reports as defined in the Australian accounting concepts are part of general 
purpose financial reporting (SAC 2, para.7). 
 
In other words, this investigation into shareholder use of accounting information is not 
restricted to the use of annual reports but includes all types of accounting information 
that is held by the company to be relevant and reliable. This information is provided 
as part of the continuous disclosure regime for publicly listed companies. Companies 
listed on the Australian Stock Exchange are required to keep the market informed on a 
timely basis about any matter that may materially affect the price of its securities 
 4 
(ASX Listing Rules, Chapter 3). Such information includes information provided by 
companies, for example, write-down of assets or downturn in profits announced 
during the year, etc. as they could be considered material information. This 
accounting information is immediately available to the market and is eventually 
integrated into the general purpose financial reports. It, along with the other 
accounting information in general purpose financial reports is presumed to be useful 
for share-related decisions. 
 
The dual objectives of providing relevant and reliable information are the major 
qualitative characteristics desired in accounting information. It is the aim of the 
conceptual framework that shareholders should be able to rely on accounting 
information to make decisions as the result of this relevance and reliability. However, 
there is a paradox. Information can be relevant and not reliable or it can be reliable 
and not relevant. The research in this thesis also investigates the qualities that are 
assumed to make relevant information reliable. In other words, what qualities enable 
shareholders to rely on information that is relevant to their share-related decisions? 
 
There is a range of qualities that should enable users to rely on accounting 
information. Research into shareholders' opinions about reliability of accounting 
information is found mainly in the area of perceived auditor independence. However, 
most of the research in this area has concentrated on the views of accountants, 
professional or institutional investors and financial analysts. There is little evidence 
that the views of natural shareholders have been sought and, therefore, could not be 
included in the theory and rules about perceived auditor independence. In this thesis, 
perceptions of natural shareholders about the reliability of accounting information are 
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gathered. These views are used to question whether the current professional auditing 
guidelines for maintaining independence meet the needs of natural shareholders for 
reliable information. A review of the literature concerning the assumptions contained 
in the conceptual framework and auditor independence is contained in Chapter 2 
which also provides the two main research questions. 
 
The data necessary to conduct such an investigation were gathered through a postal 
questionnaire, which was sent to randomly selected shareholders of four large, 
publicly listed companies with different profiles. This questionnaire was intended to 
provide data about the homogeneity of shareholders, their use of accounting 
information and their views about reliability of accounting information as indicated by 
their perceptions of auditor independence. The design of the questionnaire was based 
on the existing information about shareholders' use of accounting information and the 
observation of shareholders at annual meetings. These observations were recorded by 
the author and integrated into the questionnaire. Chapter 3 includes a description of 
the methodology used to gather the relevant evidence to answer the research 
questions.  
 
1.2. Shareholder Homogeneity and Sophistication 
The homogeneity of shareholders will be examined in a number of ways. First, the 
assumptions in the conceptual framework about the behaviour of natural shareholders 
(users) are compared to the actual characteristics of the respondents. These 
assumptions are used to construct an index called the Share Sophistication Index 
(SSI). A scale is developed which classifies the SSI into three categories of share 
sophistication- High Level (HS), Sophisticated (S) and Low Level (LS). It is argued 
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that shareholders who have all the assumed characteristics in the conceptual 
framework are classified as HS. The term ' sophistication' is used to denote the degree 
to which the behaviour of shareholders corresponds to their assumed behaviour in the 
Statements of Accounting Concepts (SACs). This SSI scale does not make any 
judgements about the individual shareholders as it is based on the assumptions 
contained in the concept statements and not on other attributes such as accumulated 
wealth from share-related decisions, education or age. 
 
If the behaviour shareholders are homogeneous and is consistent with the behaviour 
assumed in the conceptual framework then most shareholders should be classified as 
HS. Statistical tests are used to infer conclusions from the sample into the population 
of shareholders. 
 
Second, the shareholder environment and demographics of each group is identified to 
test homogeneity. Shareholder environment includes the shareholders’ views on the 
importance of the sources of information, their confidence in the stock market and 
investment objectives. Demographics include age, education, training and gender. 
 
Third, the SSI groups are used to identify any differences in their views about the 
relevance and reliability of accounting information for share-related decisions. This 
includes shareholder perceptions of events that threaten auditor independence and, 
therefore, the reliability of accounting information. 
 
Fourth, the homogeneity of shareholders is measured using a unidimensional scaling 
technique know as Guttman scaling. This scale is derived from the responses of the 
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shareholders and is not predetermined as with the SSI. It is used to determine whether 
shareholders hold homogenous views about the relevance and reliability of accounting 
information. These views do not have to be consistent with the assumptions in the 
conceptual framework but may be homogeneous. The results of applying the SSI 
index and analysis of shareholder homogeneity is contained in Chapter 4. 
 
1.3. Relevance of Accounting Information 
Data about shareholder opinions on the relevance of accounting information are 
collected by a series of questions to ask shareholders about their share-related 
decisions. Proponents of the conceptual framework, for example, Kenley and Staubus 
(1972), Trueblood (1973), and Barton (1982), identify both economic decisions and 
accountability decisions. The economic decisions include selling, buying and keeping 
shares and the accountability decision of casting their vote. Only Chang and Most 
(1985) attempted to link information items to specific share-related decisions but they 
confined their study to the use of information contained in the annual financial report. 
None of the accounting literature reviewed has attempted to link the vote decision of 
shareholders with the usefulness of the accounting information provided by the 
company. This use of accounting information is clearly implied by the accountability 
objective in the conceptual framework (SAC 2, para. 14). One major aim of this thesis 
is to test whether the objective of decision usefulness (relevance) of accounting 
information as promulgated in the conceptual framework can be satisfied by the 
provision of accounting information.   
 
Two sets of analysis are conducted. First, the importance of accounting information is 
ranked against other information in its importance in the sell, buy, keep and vote 
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decision. Second, the proportion of shareholders that believe accounting information 
is important in share-related decisions is calculated. Both are measured against 
predetermined criteria. Both proportions and means are used as they provide different 
information about the level of homogeneity of shareholders. As stated in S.1.2, the 
SSI index is used to test whether the relevance of accounting information is 
influenced by shareholder sophistication and Guttman scaling was used to test for 
homogeneity. Chapter 5 provides a detailed description and analysis concerning the 
relevance of accounting information. 
 
1.4 Reliability of Accounting Information  
To test the reliability of accounting information, a number of reliability factors were 
identified, for example, the independent audit and use of approved accounting 
standards. Each of these factors is assumed to increase the reliability of accounting 
information. In other words, the quality of accounting information is based both in its 
relevance and reliability. Shareholders were asked whether these reliability factors 
enabled them to rely on accounting information such as level of profits or assets. 
Using the same methodology as used for relevance, both the weighting given to these 
factors and the proportion of shareholders that believe these factors to be important 
are measured against predetermined criteria. Guttman scaling is also applied. 
 
Investigation into the reliability of accounting information is extended to the effects of 
impaired audit independence. Three instances that threaten auditor independence are 
provided in the questionnaire; significant consulting fees, the auditor holding shares in 
the audit client, and long-term audit contracts. Shareholders were asked whether these 
circumstances gave rise to significant concerns so that they would consider:  
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(a) selling their shares; 
(b) complaining to the board of directors;  
(c) not relying on accounting information provided by the company; and 
(d) not relying on directors' statements. 
 
If shareholders believe that accounting information may not be reliable due to 
impaired auditor independence then they have a number of options outlined in the 
questionnaire. These options provide a reasonable range of reactions by the 
respondents. The aim of these questions is to determine the effect on the share-related 
decisions of shareholders when reliability is questioned. The weighting of responses 
and the proportions of shareholders are calculated and compared to appropriate 
benchmarks.  The SSI index and Guttman scaling is used to determine the effects of 
share sophistication and shareholder homogeneity. The issue of reliability and auditor 
independence is described and discussed in Chapter 6. 
 
The conclusions and summary are contained in Chapter 7.The findings of this 
research raise questions about the validity of the assumptions about natural 
shareholder in the conceptual framework. Natural shareholders form an important and 
significant group in Australian society. It is reasonable to generalise that opinions held 
by shareholders, who comprise more than 40% of the adult population (ASX 2000), 
could reflect the views of the larger group of users which are envisaged by the 
conceptual framework to find accounting information relevant and reliable. The 
research in this thesis is intended to provide evidence for the accounting profession 
and regulators about the validity of the assumptions in the conceptual framework. 
.
 10 
 
 
 
 
 
Chapter Two 
Literature Review 
 
2.1.Introduction 
The discussion in this chapter reviews the literature regarding the objectives of 
financial reporting and its relevance to the decision making of natural shareholders. 
Natural shareholders are defined as individuals who hold shares in their own name. 
This definition excludes: companies, superannuation funds, trusts, etc.  
 
The objectives of both financial reporting and auditor independence are based on a 
number of assumptions about the behaviour and opinions of natural shareholders. The 
review in this chapter provides an overview of the implications of these assumptions. 
This review provides an investigation into whether the information needs of natural 
shareholders have been integrated into generally accepted accounting concepts. 
 11 
 
2.2 Overview of Assumptions in Generally Accepted Accounting Concepts 
The underlying philosophy of the standard-setters is that no user group should be 
given special treatment in the provision of financial information. This gives rise to 
four major assumptions. 
 
First, there is an assumption that the information needs of users of financial 
accounting are linked to the need of individuals to make economic decisions based on 
the accounting information provided in accounting reports.  
 
Second, it is also assumed that there is common range of information that will meet 
these needs regardless of the specific requirements of the user. Therefore, the needs of 
shareholders are the same as other user groups and that the information needs of the 
shareholder population are homogeneous. 
 
Third, it is assumed that users who rely on accounting information have a level of 
financial literacy that enables them to understand accounting concepts and that they 
will use a variety of information sources. Those that do not possess this ability will 
use professional advisers to make their decisions.  
 
Fourth, it is assumed that accounting reports meet the information needs to make 
rational economic decisions and to evaluate the accountability of management. 
 
In this chapter there is a further discussion that provides an analysis of the 
development of the basis of these three assumptions and the degree to which 
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shareholders have been considered in the current provision of financial reporting. The 
meaning of the phrase “rely on” is also discussed.  
 
2.3. Regulation of Financial Accounting 
Most modern financial regulations had their origins in 19th century Britain. The 
British government passed a number of Companies’ Acts during the nineteenth 
century including The Joint Stock Companies Act 1844, which regulated the financial 
accounts for companies. Developments in corporate reporting and regulation in the 
USA can be linked to the stock market collapse of 1929 and the subsequent passing of 
a range of securities acts. Company law in Australia was initially based on the statutes 
in the UK with the colonies and states adopting the same principles.  
 
The rationale of corporate regulation of financial accounting in Australia, UK and 
USA can be summarised as protecting the public interest.  The public interest is 
protected when provision of accounting information enables the capital market to 
achieve the efficient allocation of scarce resource.  
 
2.4 Brief History of Development of Conceptual Frameworks in USA 
The conceptual frameworks adopted in a number of countries, including Australia and 
the USA, govern the present theory of financial reporting. The Financial Accounting 
Standards Board (FASB) defines a financial conceptual framework as: 
 
 … a coherent system of interrelated objectives and fundamentals that can lead to consistent 
standards and prescribes the nature, function, and limits of financial accounting statements 
(1976b). 
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While the USA was not the first country to recognise the importance of regulating 
financial reporting, its accounting profession led the way in the development of a 
formal conceptual framework for financial accounting. Accordingly, the USA 
experience will be covered first. The discussion in this review will cover the 
development of concepts related to users of financial statements.  
 
The conceptual framework project has it origins in development of accounting 
concepts in the USA. Zeff (1999) traced the evolution of the conceptual framework in 
the USA. He identified that the earliest attempt to develop a conceptual framework 
was by Paton in 1929 when a series of basic postulates was discussed. The first 
institutional attempt was the American Accounting Association’s (AAA) Tentative 
Statement of Accounting Principles issued in 1936. This was continued by Paton and 
Littleton’s 1940 monograph, An Introduction to Corporate Accounting Standards, on 
the explanation of historical cost accounting (Zeff, p.90). For the next 20 years the 
SEC and the accounting profession could not reach agreement on either the 
institutional process for developing accounting rules or an appropriate measurement 
system. Beaver (1981) believes that the inability of the profession to define economic 
income in the measurement debate and the various competing constituencies in the 
institutions were the two main reasons for the shift of emphasis from the measurement 
debate to the decision-usefulness approach (p.5). 
 
In 1966 the American Accounting Association (AAA) released a Statement of Basic 
Accounting Theory (ASOBAT). A significant development was the changes to the 
definition of accounting. Accounting was defined in terms of communicating 
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economic information to facilitate informed judgements by the users of the 
information. As Wolk et al. (1991,p.148) observed, ‘Emphasis on users and their 
needs first appears in the literature in the 1950s, an amazingly recent time in light of 
the long history of accounting'. While this concept was not new, this was the first time 
a normative approach to developing accounting concepts was used by the accounting 
profession as the basis of financial reporting (Zeff, p.97). 
 
In 1973 the Report of the Study Group on the Objectives of Financial Statements 
(TheTrueblood Report) was released. This was produced by the Accounting Principles 
Board (APB) which was part of American Institute of Certified Public Accountants 
(AICPA). The findings of the report are based on the views of professional users of 
financial reports. It lists them as 5,000 corporations, professional firms, unions, public 
interest groups, national and international accounting organisations, financial 
publications, 50 interviews with executives, 35 meetings with institutional groups and 
three days of public hearings (p.10). This group was believed to be able to provide the 
study group with the necessary breadth of views to form objectives for financial 
reporting. 
 
The Trueblood Report appears to be the foundation of the current conceptual 
framework in USA. The first chapter of the report contained assertions on the:  
(i) objective of financial statements, i.e., it is for making economic decisions; 
(ii) behaviour of users of financial statements, i.e., it is used for predicting 
comparing and evaluating cash flows; and 
(iii) reason the information is useful, i.e., it provides factual information. 
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The statements in Chapter 2 of the report identify the users, information needs and 
their goals. The report stated: 
 
Financial statements are, accordingly, especially important to those who have limited access to 
information and limited ability to interpret it. Therefore users who ordinarily rely on financial 
statements alone may be served most by developing accounting objectives. Financial statements 
should meet the needs of those with the least ability to obtain information and the needs of 
others as well (p.17). 
 
It is clear that Trueblood intended that professional and institutional investors should 
not be the main group that used financial reports. Those users of financial information 
who have access to more information than others, such as large institutional investors 
and major creditors, were not identified as the main users of financial information. 
Rather, it is those users with the least ability to obtain information who are the 
intended to use financial reports. 
 
Investors and creditors were identified as the main users of financial reports. To meet 
their information needs, financial reports should provide information that:  
 
…is useful to investors and creditors for predicting, comparing and evaluating cash flows in 
terms of amount, timing, and related uncertainty (p.20). 
 
The discussion in Chapter 3 concentrated on the link between the primary enterprise 
goal and its relationship to the reporting of earning power. 
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The main thrust of Chapter 4 developed the link between accountability and the users 
of financial statements when it is stated that: 
 
the economic decisions of users establish the need for information about the past and future goal 
attainment of an enterprise. Accountability asserts the preparer’s responsibility to obtain that 
information (p.26). 
 
In the discussion about the link between accountability and the users of financial 
statements, accountability is perceived as a broader responsibility than stewardship as 
evidenced by the following quotation: 
 
The enterprise itself is accountable to those who furnish resources, that is, to its creditors and its 
owners. Society may impose broad and at times unspecified, but nevertheless implicit 
responsibilities. And an enterprise may voluntarily assume certain social responsibilities. The 
enterprise is accountable for its actions, or inactions, in discharging a wide range of 
responsibilities (p.25). 
 
Trueblood recognised the responsibilities of enterprises to disclose appropriate 
information that enables the resource providers and society in general to judge their 
performance. This shows the integration of the public interest into financial reporting 
as accountability was defined in terms of the broad responsibilities that society can 
place on an enterprise. 
 
The themes in Chapters 5-9 covered significant aspects of financial statements 
including: reporting on goal attainment, historical cost and value considerations, the 
necessity for information to enable predictions, objectives for not-for-profit 
organisations and relationship between enterprise goals and social goals. 
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In Chapter 10, the qualitative characteristics of reporting are discussed. Information 
should be relevant and material; free from bias, comparable, consistent and 
understandable. It should also disclose both the form and substance of transactions.  
 
The qualitative characteristics of relevance and understandability include assumptions 
about the characteristics and behaviour of users. Information is considered relevant if 
it influences the economic decisions of users (p.57), i.e., the behaviour of individuals. 
The underlying premise is that for information to be decision useful it should have 
these stated qualities. 
 
The concept of understandability is consistent with the accountability function as it 
envisages a range of individuals and not only sophisticated users. The report stated: 
 
accounting information should be presented so that it can be understood by reasonably well-
informed, as well as sophisticated users. In effect, presenting information understandable only to 
sophisticated users establishes a bias (p.60). 
 
Understandability implies that users should be reasonably well informed but do not 
have to be sophisticated. Trueblood did not expand on the concept of sophistication 
although the report stated that investors with means to do their own research have an 
existing advantage, which should not be enhanced by the complexities in financial 
reports. 
 
The Financial Accounting Standards Board (FASB) replaced the APB in 1973 and 
went on to develop the conceptual framework project based on the work of Trueblood 
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Committee. Since that time, the FASB has issued six concept statements. In terms of 
the assumed behaviour and needs of users, the FASB concept statements are largely 
consistent with the recommendations of the Trueblood Report. 
 
While the FASB's concepts statements reflected the thrust of the Trueblood Report, 
there were some influential writers who criticised the project. Cyert and Ijiri (1974) 
believed that the recommendations of the Trueblood Report could not be met. The 
main problem they predicted was that the accounting profession was only able to 
attest to a limited range of information that was not broad enough to meet the needs 
and obligations of the three interested parties to financial accounting, i.e., the 
accounting profession, corporations and users. Ijiri (1983) also argued for an 
accountability-based conceptual framework rather than one based on decision 
usefulness. He believed that an accountability based conceptual framework would 
establish a fair system of information flow (p.80). Despite these and other criticisms, 
the current project remains largely unchanged and is generally accepted by both the 
accounting profession and regulators. 
 
2.5 Conceptual Framework in Australia 
Australia began development of its conceptual framework in the 1970s with the 
Accounting Research Foundation (AARF) producing its third research study, 
Objectives and Concepts Of Financial Statements by Kenley and Staubus (1972). This 
study  appeared just prior to the Trueblood Report. However, the main work on the 
conceptual framework did not occur until the 1980s when Barton produced the 
monograph, Objectives and Basic Concepts of Accounting in 1982 which provided the 
underpinning of the conceptual framework. 
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These accepted objectives of financial accounting in the Australian conceptual 
statements are based on the work of the AICPA and Australian studies by Kenley and 
Staubus (1972) and Barton (1982). 
 
Kenley and Staubus (1972) identified the nature of decisions for shareholders, lenders, 
suppliers, customers, employees and others. Decision-making is linked to an 
evaluation of cash flows or of the capacity to pay or pay-offs (p.40). These pay-offs 
can be current or long-term. The current pay-offs normally take the form of cash 
receipts which could be annual dividends, repayment of loans, payment of wages, etc., 
or long term in the form of future cash receipts as the result of increased share prices.  
 
Kenley and Staubus accepted that shareholders and lenders were the primary users of 
financial reports and that their information needs should be met by providing 
information about the expected pay-offs, both present and future. For shareholders, 
the decisions are whether to buy, sell or hold shares. This decision is based on their 
expectation of pay-offs, i.e., cash flows. Therefore, the information provided by 
financial reports should be both future-orientated and indicative of cash flows if it is 
to meet the information needs common to users of financial accounts. 
 
The underlying assumptions are that all users have common (or the same) information 
needs for their decision-making, and that financial accounts can be prepared to meet 
these needs. 
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Barton (1982) also provided economic arguments that the decision-useful concept 
should be the basis of the preparation of financial reports:  
 
the public interest is best served if scarce resources are acquired by the most efficient firms for 
the production of those goods and services required by customers  
[and] 
…the effectiveness of individuals, firms, markets and governments in efficiently allocating 
scarce resources according to customer needs is enhanced  if those who make economic 
decisions have the appropriate financial information on which to base their decisions and 
judgements of performance. This criterion provides the fundamental objective of accounting and 
financial reporting (p.6). 
 
While the argument in Barton's 1982 monograph recognised that the user group is 
diversified (pp.12-16), it accepted the assumption of homogeneity in the needs, 
behaviour and characteristics of the users. In other words, those users would make 
rational economic decisions if they were given information that enabled them to 
evaluate and predict cash flows. 
 
2.6 The Concept Statements 
The Australian Conceptual Framework comprises four Statements of Accounting 
Concepts (SACs). The first three were issued in August 1990 and the fourth in 1992. 
They are: 
 
SAC1 Definition of the Reporting Entity 
SAC2 Objective of General Purpose Financial Reporting 
SAC3 Qualitative Characteristic of Financial Information 
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SAC4 Definition and Recognition of the Elements of Financial Statements 
 
Until 1993, the SACs were mandatory on members of both the Australian Society of 
Accountants (now CPA Australia) and The Institute of Chartered Accountants under 
Australian Practice Statement APS 1 Conformity with Statements of Accounting 
Concepts and Standards. Also, section 226(1) of The Corporations Law (1991) gave 
legislative backing to the Conceptual Framework by providing the Australian 
Accounting Standards Board (AASB) with the responsibility of developing a 
conceptual framework. AASB Release 100, Nature of Approved Accounting 
Standards and Statements of Accounting Concepts and Criteria for the Evaluation of 
Approved Accounting Standards 1991 provided the rules for the development of the 
statements of concepts. 
 
SACs 1-3 were accepted without much dissent. It appears that the business 
community and regulators either accepted the principles in the statements or did not 
believe that they provided any significant changes.  
 
The issue of SAC 4 caused a major controversy in the Australian business community 
who believed that it contained unacceptable changes to the reporting of the profit and 
loss and balance sheet. 
 
In November 1993, in response to criticism of SAC 4, AARF removed the mandatory 
status of the SACs for members of the accounting profession. In 1995 the AASB 
issued a number of amendments to SAC 4 including the removal of its mandatory 
status. The nature and purpose of Statements of Accounting Concepts are now set out 
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in Policy Statement 5 The Nature and Purpose of Statements of Accounting Concepts, 
prepared by the Australian Accounting Standards Board (AASB) and the Public 
Sector Accounting Standards Board (PSASB) and issued in March 1995. Policy 
Statement 5 states that: 
Statements of Accounting Concepts set out the concepts which have been adopted by the Boards 
in respect of the nature, subject, purpose and broad content of general purpose financial 
reporting (SAC 4, para. 3). 
 
Nonetheless, the SACs articulate the underlying rationale for financial accounting in 
Australia and the thinking of the standard setters about the objectives of financial 
reporting. The concept statements still provide the ideological underpinning for the 
construction of new accounting standards. It should also be noted that while the 
measurement debate continues, the first three SACs did not cause any controversy. 
 
SAC 1 The Definition of the Reporting Entity defines a reporting entity and general 
purpose financial reports in terms of the users: 
 
general purpose financial report means a financial report intended to meet the information 
needs common to users who are unable to command the preparation of reports tailored so as 
to satisfy, specifically, all of their information needs (para.6) [Emphasis added]. 
 
The definition of general purpose financial reports is based on a major premise: that 
the information needs of users who have to rely on general purpose financial reports 
are common to all users. This is a fundamental basis of the framework as it assumes 
that all users have the same information needs. 
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Further, the assumed behaviour of users is that they will make decisions about the 
same issues, specifically the allocation of scarce resources. This is encompassed in the 
definition of reporting entities. 
 
Reporting entities are all entities (including economic entities) in respect of which it is 
reasonable to expect the existence of users dependent on general purpose financial reports for 
information which will be useful to them for making and evaluating decisions about the 
allocation of scarce resources (para. 40) [Emphasis added]. 
 
The objectives of financial reporting are also based on a number of assumptions about 
the characteristics and behaviour of the shareholders that rely on accounting 
information and accounting reports.  
 
SAC 2 The Objectives of Financial Information includes a range of broad 
assumptions about the users and use of accounting information. The objectives make 
assumptions that the needs and behaviour of all users are homogeneous and that 
financial accounting can meet these needs. 
 
The Conceptual Framework integrates the public interest into financial reporting. This 
is shown by its adoption of a broad user group. No single group is given priority over 
other groups. The groups identified in SAC 2 (paras.21-25) are: 
 
(i) Resource providers 
(ii) Recipients of goods and services  
(iii) Parties performing a review or oversight function 
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Financial reporting is intended to meet the needs of all these groups on the basis that 
each group has common information needs (SAC 2, para. 16). 
 
Common information needs are identified in SAC 2 paragraph 28: 
 
The particular information users require for making and evaluating resource allocation 
decisions will overlap since all users will be interested, to varying degrees, in assessing whether 
the reporting entity is achieving its objectives and is operating economically and efficiently in 
the process, in assessing the ability of the entity to continue to provide goods and services in the 
future, and in confirming that resources have been used for the purposes intended.  General 
purpose financial reports can provide information useful for these purposes by disclosing 
information about the performance, financial position, and financing and investing of the 
reporting entity, including information about compliance [emphasis added]. 
 
The fundamental assertion is that all users will make an economic decision, evaluating 
and allocating resources by using the same information about performance, financial 
position, financing and investing, and compliance. 
 
The qualitative characteristics of financial accounting information are outlined in 
SAC 3 Qualitative Characteristics of Financial Reporting. 
 
General purpose financial reports shall include all financial information which satisfies the 
concepts of relevance and reliability, and which passes the materiality test (para. 48). 
General purpose financial reports shall be presented on a timely basis and in a manner which 
satisfies the concepts of comparability and understandability (para. 49). 
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These qualitative characteristics are meant to ensure that financial reporting does 
provide information that is useful to all users for their economic decisions. 
 
The fourth concept statement, SAC 4, deals with the definition and recognition 
requirements of financial accounting. The basic concept in SAC 4 is that transactions 
or events are not recognised in the financial statements unless they meet the criteria 
specified for assets, liabilities, equity, revenue and expenses. It is stated: 
 
This Statement establishes definitions of the elements of financial statements and specifies 
criteria for their recognition that are consistent with the objective of general purpose financial 
reporting set out in SAC 2.  These definitions and recognition criteria are also consistent with 
the qualitative characteristics set out in Statement of Accounting Concepts SAC 3 "Qualitative 
Characteristics of Financial Information" (para.7). 
 
SAC 4 does not make any further assumptions about users of financial statements. 
 
The assumptions about users can be summarised as: 
 
1. Users of financial reporting are homogeneous in their  
(i) information needs; 
(ii) behaviour; and  
(iii) characteristics. 
 
2. The information provided by financial reporting can meet the homogeneous 
information needs of users. 
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All users of financial reporting are assumed to need information to enable them to 
make resource allocation decisions. The discussion in SAC 2 assumes that all users 
will use the information in the same manner (para. 12). 
2.6.1 Homogeneous Behaviour of Users 
The assumed behaviour of the user group also includes the following: 
 
1. Users make economic decisions based on this information, i.e., efficient allocation 
of scarce resources (SAC2, para.26).  
2. Users will use accounting reports to evaluate the accountability of management 
(SAC2, para.27).  
3. Users will use a range of sources to satisfy information needs (SAC2, para. 10). 
 
2.6.2 Homogeneous Characteristics of Users 
Users are assumed to have the proficiency and the expertise to be able to understand 
financial reporting. 
 
The ability of users to understand financial information will depend in part on their own 
capabilities and in part on the way in which the information is displayed.  General purpose 
financial reports ought to be constructed having regard to the interests of users who are prepared 
to exercise diligence in reviewing those reports and who possess the proficiency necessary to 
comprehend the significance of contemporary accounting practices (SAC 3, para. 27). 
 
While the framework does not contain a definition of 'proficiency', it can be assumed 
that the authors did not intend it to mean that users need accounting training or 
financial experience. Otherwise, financial reporting could be viewed as a method for 
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accountants to communicate with other accountants. This is clearly not the intention 
of the conceptual framework as it includes a broad range of user groups. 
 
It is assumed that other sources of information may be necessary to satisfy 
information needs of users (SAC 2, para. 10). It can be surmised, however, that the 
other sources of information are not necessary for users to make their economic 
decisions, as this would be inconsistent with the objectives of SAC 2. 
 
2.6.3 Homogeneous Information Needs 
To achieve the goal of meeting the information needs accounting reports provide 
information under four headings: performance, financial position, financing and 
investing and compliance. It is argued that by providing information on these four 
areas all users will have sufficient information to enable a reasoned decision about the 
allocation of scarce resources and evaluation of management.  Again, the decisions 
are linked to the evaluation of cash flows and discharge of accountability. This is 
enunciated in SAC 2 (para. 18).  
 
2.7 Natural Shareholders as Users of Financial Information 
In this section, the discussion covers the assumptions in the conceptual framework 
that relate to the user group of natural shareholders. 
 
According to the arguments in the conceptual framework there are three main groups 
of users of general purpose financial reports: resource providers; recipients of goods 
and services; and parties performing an oversight function. Shareholders are included 
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under the broad heading of resource providers (SAC2 par.17) and are described as 
investors. The population of shareholders consists of institutional investors such as: 
banks, superannuation companies, companies, family trusts and natural shareholders.  
 
The authors of the conceptual framework have accepted the capital market theory on 
the behaviour of investors as explained by Barton (1982). This is now briefly 
reviewed, as it is part of the assumptions about natural shareholders. 
 
Resource providers in the capital market are assumed to act in a rational manner. This 
group makes it decisions about whether to invest based on risks and rewards that are 
offered. As shareholders they must: 
 
Compare the risk/reward ratios per dollar of investment in the shares of alternative companies…  
[and] 
Hence in general, shareholders require information which assists them in evaluating director's 
stewardship of company funds, the financing of its operations and its solvency, the profits 
earned over a period and the financial position of the company at the end of a period, and the 
risks undertaken (Barton 1982, p.13). 
 
As the owners of the company, these shareholders are not ascribed any special rights 
in the conceptual framework above other resource providers. Whether they are 
institutional or natural shareholders is not considered as a criterion for distinguishing 
the needs and behaviour of this group included in the category of ‘resource providers' 
(SAC 2).  It is not clear why such an assumption is accepted without justification. 
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If it is accepted that investors will act to serve their own best economic interest, then, 
shareholders will make decisions about their shares based on cash flows from 
dividends and future cash from the sale of these shares. Shareholders will acquire the 
necessary information to achieve this aim and make economic decisions. The 
implication is that shareholders will act in a sophisticated manner by making 
decisions based on general purpose financial reports or using an expert to advise 
them.  Institutional investors employ financial analysts or fund managers to provide 
advice and natural shareholders are assumed to seek advice when necessary (SAC 3, 
para.37).  
 
However, the literature (discussed below) reveals that natural and institutional 
shareholders may not have the same views or information sources and do not behave 
in the same way when confronted with similar information. It appears that the 
assumption that shareholders are a homogeneous group may not be supported. 
This criterion of homogeneity is the basis for the assumed behaviour of shareholders. 
It is assumed that shareholders make decisions about whether to buy, sell or hold 
shares based on the information supplied in financial reports. These decisions are 
supposedly based on the result of an estimation of the timing and amount of cash 
flows. 
 
General purpose financial reporting, as distinct from general purpose financial reports, 
supplies the market with current information about the performance of companies. 
Information that forms part of the annual financial reports is disclosed to the market 
on a regular basis, for example, large abnormal losses on asset write-downs are 
disclosed to the market on the basis of the continuous disclosure requirements in 
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Chapter 3 of the Australian Stock Exchange (ASX) Listing Rules. As the information 
becomes available, it is immediately within the scope of financial reporting and will 
eventually be included in financial reports. Shareholders and other users can react to 
this accounting information immediately. Shareholders are assumed to make 
economic decisions, whether to sell some or all their shares, buy more or simply hold 
without further action, based on information supplied to them. 
 
The objectives of the conceptual framework are consistent with the efficient market 
hypothesis that public information is immediately impounded into the stock price and 
that " investors cannot expect to make abnormal profits from information contained in 
published accounting reports"(Barton 1982, p.20). Investors are assumed to use their 
proficiency and expertise to analyse financial reports to estimate future returns 
attached to share ownership and to evaluate the performance of management. In other 
words, shareholders will use information as soon as it becomes public and cannot use 
the general purpose financial reports to make abnormal profits. It is assumed that 
general purpose financial reports enable both the prediction and confirmation of cash 
flows (SAC 3, paras. 8-9). Nonetheless, shareholders do not need to wait until the 
issue of the annual report to use accounting information. 
 
Further characteristics related to the shareholders' participation in the market include 
their holding of a diverse range of investments. It is assumed that shareholders will 
hold a diverse range investment to avoid risk as outlined by business finance theory. 
According to Barton (1982):  
 
Individual investors buy and sell securities according to their own assessment of the prospective 
rewards and risks associated with securities of each company. In this way they can maintain an 
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optimum portfolio of securities, i.e. allocation of savings amongst different securities according 
to their own risk-taking preferences and desire for income (p.17). 
 
According to the proponents of the objectives of the conceptual frameworks, (Barton, 
Trueblood Report, etc), the importance of financial reporting in the capital markets, is 
in its ability to provide information that enables the efficient allocation of resources. 
This means that efficient and profitable entities are rewarded with funds which enable 
them to increase both their output and, subsequently, the growth of the economy. 
Eventually this leads to increased wealth of the nation as its productive resources are 
being used most effectively. This may not be the case. Research into financial 
accounting and efficient markets provides conflicting evidence, (see for example 
Beaver 1986, pp 150-180, Ronen 1974, pp.36-44). Beaver (p.180) summarises the 
role of accounting policy makers with regard to efficient markets when he states:"… 
policy-making behaviour is consistent with respect to publicly available data but 
market inefficiency with respect to non-publicly available data." In other words, he is 
implying that the accounting policies are based on market efficiency which may not 
exist, i.e., important, non-public information is available to some groups. 
 
However there are other criticisms.  The proponents of the conceptual framework 
ignore the alternative premise that user needs, particularly those of individual 
shareholders, are not homogeneous, whereas the needs of institutional investors are 
homogeneous. Institutional investors, through the use of trained specialists are more 
likely to follow accepted finance practices of capital asset valuations and investment 
theories such as portfolio theory. Policy makers and proponents of the conceptual 
framework appear to accept that investors are homogeneous in their information 
requirements because they will make decisions based on publicly available 
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information such as accounting information. Therefore, the reasoning underpinning 
the conceptual framework can be criticised on the basis that its objectives of financial 
reporting are based on the information needs of this small but influential group of 
investors. This is at odds with their stated aim of providing decision-useful 
information to users who have to rely on the accounts provided to them by companies. 
It can be argued that accounting information is decision-useful only when it is applied 
in the decision-models of a particular group of investors such as financial analysts. 
 
The combination of the assumptions in capital market theory and the concept 
statements strongly suggest that the needs of natural shareholders are not being met 
because of the assumption that they and institutional investors are homogeneous in 
their information needs, behaviour and characteristics. 
 
There is little research on the decision-models of individual investors as it is assumed 
that in aggregate their behaviour is the same as institutional investors (Gibbons & 
Brennan, 1982 p117). It is possible that the information needs and decision-models of 
individual investors are different from institutional investors who constitute a 
homogeneous sub-group of users. 
 
2.8 The decision making of individual natural shareholders 
The discussion in this section explores some of the research on the decision-making 
process of individuals. It provides arguments that the assumptions about the decision-
making contained in the conceptual framework are invalid. 
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Outside the economic literature on shareholder behaviour is a theme of individual 
decision making in the psychology literature. Its main context is an investigation into 
the behaviour of individuals when making gains or sustaining losses. A brief review 
of this literature raises questions about the assumption that individual shareholder 
make rational economic decisions. 
 
In a range of articles on making decisions under uncertainty the issues involved in 
selling and retaining shares have been covered. Kahneham and Tversky (1979) 
developed a model of decision-making called Prospect Theory. The main aspect of 
this theory developed an alternative model to rational economic behaviour. Prospect 
theory suggests that individuals assign value to gains and losses and generally assign 
more weight to losses. This was described as loss aversion whereby individuals 
perceived losses to be much more significant than gains and this affects their rational 
economic decision-making.  
 
In the initial experiments, individuals who did not have any predetermined 
characteristics such as share ownership were given a series of hypothetical choices. 
These choices had defined outcomes such as a gain or a loss and the probability of 
making more profit or less gain. For example, Tversky (1972) used students to answer 
questions about which preference they had for a set of scenarios, which had various 
probabilities of winning and losing relatively high and low amounts. The results 
indicated that individuals would make riskier decisions when they had suffered a loss. 
For example, rather than realise a loss the subjects would choose an option that could 
involve further losses. This behaviour did not occur when they had an opportunity to 
realise a gain or risk further gain or loss. In this circumstance, they were more likely 
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to realise the existing gain. From these types of experiment, it was concluded that 
people normally perceive outcomes as gains or losses, rather than a final state of 
welfare. This finding conflicts with the tenets of accepted economic theory, which 
would posit that each decision should be made with the purpose of increasing total 
welfare. It does suggest that individual behaviour can be significantly different from 
what is interpreted from aggregate behaviour as typified in capital market research. 
 
The difference between individual and aggregate behaviour can be also seen in studies 
by Shefrin et al. (1985). They further developed Kahneman and Tversky’s (1979) 
aversion to loss realisation theory to identify a behaviour pattern of selling winners 
too early and riding losers too often. To establish this behaviour they looked at the 
realisation patterns of selling shares and tested whether the decision to sell was the 
result of tax planning or other behavioural influences. Their findings provide evidence 
that individual shareholders do use available information to make rational economic 
decisions. 
  
Shefrin et al. (1985) identified four elements that would affect decision-making: 
prospect theory; mental accounting; seeking pride and avoiding regret; and self 
control. Mental accounting explains that individuals see decisions to buy or sell in 
terms of gain or loss rather than a swap into new assets. Seeking pride and avoiding 
regret explains one reason why gains are realised more readily than losses as 
individuals wish to confirm their decisions and do not want to accept that they made a 
mistake. Self control is the will power to accept a loss at a predetermined time, for 
example, when the share price goes below a certain price. This appears to be the 
attribute that should overcome the aversion to loss and prevent the investor throwing 
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good money after bad. In these experiments the information given to the subjects was 
based on the price of the share.  
 
This research has been largely based on controlled experiments of small numbers of 
participants which may not apply to the population of shareholders who are making 
economic decisions. Nonetheless, it does provide evidence of that individuals do not 
always behave according to accepted economic theory. 
 
Information economics is a specific branch of economics that is used to determine the 
value of information to decision makers (Wolk et al., 1992, p.212). Within the 
information economics research there is a discussion on the behaviour of ‘more 
informed and less informed investors'. Beaver explains this discussion in his review of 
the 'Accounting Evolution' (1981, pp45-46). He hypothesises that the informed 
investor has an incentive to trade because of their superior information. However, the 
less informed investor may be aware of this and adopt strategies to overcome it. These 
strategies include: 
 
1. refuse to trade, i.e., have a buy and hold strategy to minimise the gains of the 
informed users. In other words, they do not want to sell their shares because they 
believe that the buyer has superior information; 
2. ‘learn’ from the behaviour of the informed investors; and 
3. hire a financial intermediary such as stock brokers/financial advisors. 
 
The first strategy suggests that individuals do not make share-related decisions based 
on accounting information, rather, decisions are made on experience and suspicion. 
 36 
The second strategy implies that decision-making is not based on financial 
information that is provided by companies, rather, by observing the behaviour of other 
individuals in the market. The third strategy suggests that shareholders are not 
receiving useable information and require expert assistance to interpret it. 
 
All these strategies also suggest that individuals have different information 
requirements depending on their level of sophistication. As discussed below, there is 
no consistent definition of shareholder sophistication applied to natural shareholders. 
If there are different decision models, the objectives of the conceptual framework can 
be criticised as being too limited to provide useful information to natural shareholders. 
 
2.9 Shareholder Sophistication 
Studies on natural shareholders have focussed on the use of the annual report to make 
economic decisions. The underlying assumption is that shareholders will read the 
annual report and use it to make decisions and that they have the financial literacy to 
understand financial reports. The conceptual framework does not define the 
boundaries of financial reporting,(SAC 2, para. 10), but its main objective is to define 
the role of general purpose financial reports.  
 
Most of the research has used the demographics of the natural shareholders as an 
indicator of sophistication, for example, age and experience in share ownership are 
commonly used. In this section, the literature on characteristics of shareholders is 
reviewed. 
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There have been a number of attempts to identify the sophisticated shareholder. The 
major studies include: Epstein (1975), Lee and Tweedie (1977) Chang and Most 
(1985), Epstein and Pava (1993), Anderson and Epstein (1995).  Their research forms 
the basis for the discussion on shareholder sophistication. 
 
2.9.1 Sophistication based on ability to understand and use financial reports 
In 1976, the Accounting Standards Steering Committee of the Institute of Chartered 
Accountants in England and Wales produced a discussion paper, The Corporate 
Report, on financial reporting in the UK. It provided a range of recommendations 
about the users and purpose of company reporting. 
 
Lee and Tweedie (1977) in their response to the Corporate Report investigated the use 
and understanding of financial statements by private (individual) users. They were 
concerned that accounting reports were documents prepared by accountants for 
accountants, which were not informing private shareholders. It was not their intention 
to define shareholder sophistication but their research does provide insight into this 
issue. 
 
In their study, they interviewed 301 private shareholders selected from a large UK 
company. They sought evidence about the shareholders who were thorough readers of 
financial reports, had a reasonable understanding of the accounting information and 
made their own investment decisions.  Evidence on other investor attributes such as: a 
relatively large investment, a business-related occupation and the use of a range of 
financial information, was used as an indicator of sophistication. The authors believed 
that shareholders with these attributes would be more likely to make decisions 
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themselves rather than to rely on experts.  The authors posited that if shareholders 
used and understood financial information when making share decisions then the 
corporate report was meeting its objective.  
 
They cross-analysed the educational and employment background of shareholders to 
test whether those shareholders with this background were the main group that 
understood and used accounting reports. The authors concluded that shareholders with 
a reasonable understanding of reporting practice and thorough readers of accounting 
reports tended to be accountants or related professionals with significant experience in 
accounting matters (p.93).  
 
This result supported Lee and Tweedie's argument that accounting reports were not 
communicating to shareholders but to accountants. Their results suggest that the level 
of share sophistication needed to understand and use accounting information is 
acquired through accountancy training. 
 
The study did show that there is a stratum of shareholders who were able to use the 
existing financial information to make decisions.  Those shareholders who made their 
own decisions had a better understanding of financial reports than those who relied on 
experts. Only 24%(p.78) were regarded as thorough readers of the annual report 
whereas 30% of shareholders who had an above average understanding of financial 
reports made their own decisions as compared to 12% of those who relied on experts 
for decision making. It should be noted that 50% of shareholders with an average 
understanding of financial reports also made their own decisions. It appears that an 
average or an above-average understanding of annual reports or training in 
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accountancy are not the main determinants whether a shareholder makes their own 
decisions.   
 
Although Lee and Tweedie did not highlight this result it provides evidence that their 
understanding and use of annual reports do not solely determine the behaviour and 
views of natural shareholders.  It also implies that a definition of sophistication based 
on accounting education/training does not mean that these shareholders are 
independent decision-makers. 
 
Chang and Most (1985) published an international study conducted in 1977 that 
covered 4,000 individual investors, 900 institutional investors and 900 financial 
analysts. This study entitled The Perceived Usefulness Of Financial Statements For 
Investors’ Decisions used a postal survey to assess the attitudes of investors. The 
survey was conducted in the USA, the UK and New Zealand. Response rate of 43.4% 
was deemed adequate after chi-squared tests revealed that respondents from both the 
first and second mail-outs were not significantly different. 
 
Two of the five hypotheses tested were: (a) that institutional investors and financial 
analysts are homogeneous user groups; and (b) individual investors are not a 
homogeneous user group (p.8). The authors believed that if they could identify a class 
of individual shareholders who are sophisticated, this would indicate the lack of 
homogeneity of individual shareholders. The basis of the test was to discover the 
sophisticated investors in the individual investor group and then to determine whether 
they held the same views as the institutional investor and financial analyst.  
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The survey included questions about the background of investors. Questions such as 
the amount of portfolio, frequency of trading, educational level and experience were 
asked. Analysis of the responses to these questions revealed that the individual 
shareholders across the three countries were a heterogeneous group.  For example, the 
question on whether the shareholder had an accounting or business major revealed the 
following: USA-52.8%,;UK-14.3% and NZ-32.4%, whereas financial analysts 
holding business degrees were USA-85.4%, UK-50% and NZ-46.6%. This provided 
evidence that the characteristics of individual shareholders and financial analysts were 
not homogeneous. 
 
Chang and Most then attempted to stratify the individual shareholders into groups that 
based on sophistication. The authors assumed that financial analysts and institutional 
investors can be described as sophisticated as they have the ability to understand 
financial reports and they can make their economic decisions based on their analysis.  
 
In the first test, they identified individual sophisticated shareholders by using the 
investment objective of pursuing short-term capital gain as an indicator of 
sophistication. The authors argued that institutional investors reacted to the changes in 
the market to try to maximise short-term gains. The underlying assumptions are that 
these shareholders trade regularly and are well informed. Individual shareholders with 
this objective were found to be active traders, have small portfolios, training in 
accounting and less than ten years of investment experience. Using this as the proxy 
for sophistication, it was hypothesised that this group would place less emphasis on 
accounting reports to make decisions. This is consistent with the efficient market 
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hypothesis that suggests that share prices result from a continuously informed market 
rather than from the release of annual reports. 
 
A series of t tests was used to establish whether this group had different perceptions of 
the annual report from other individual shareholders. Significant statistical differences 
were found in the use of specific items such as the president’s letter and pictorial 
material but not in the use of the annual report as an important source of financial 
information. The authors concluded that the evidence did not support the hypothesis 
that short-term investors place less importance on financial reporting and, therefore, 
are not an identifiable sophisticated group (p.111). 
 
Second, Chang and Most classed shareholders who resembled institutional investors 
in their business degree, formal training/education in investing and having an 
investment-related occupation as sophisticated. They attempted to find similarities 
between the sophisticated group and institutional investors in their ratings of 
information sources in annual report items. Again t tests were performed between ten 
specific characteristics of individual investors and their ratings of information sources 
and annual report items. Although some significant relationships were found in items 
such as the importance of cost of goods sold, there was insufficient evidence to 
conclude that the use of annual reports or the use of forecasts was an indicator of 
sophistication.  
 
Third, the authors used the characteristics of financial analysts and institutional 
investors, such as: educational background, occupation, investment objectives and 
trading activity, as indicators of sophistication in the individual shareholders. 
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Individual shareholders with these characteristics were grouped together and their 
responses were compared with those of institutional investors using t tests.  
Significant differences were found in the responses of the institutional 
investors/financial analysts compared with the individual shareholders. This was most 
evident in the use of annual reports to make economic decisions. Chang and Most 
concluded that there was no substantial evidence that these characteristics were 
indicators of sophistication. Nonetheless, the results of their study identified 
differences within the individual shareholder group regarding the annual report 
compared to views of financial analysts.  
 
The Chang and Most (1985) study provides valuable insights into the assumptions 
about sophisticated users, particularly their definitions of sophistication. They used 
the characteristics of financial analysts as a proxy for sophistication for individual 
shareholders. In other words, an individual shareholder is sophisticated if similar to 
institutional investors. The implication is that sophisticated natural shareholders 
behave in the same way as financial analysts who have specific investment goals and 
specialised training. This training is similar to that of professional accountants. It 
appears that to be considered sophisticated, the users of financial reports should be the 
same as or similar to the preparers of financial reports. However, the results of the 
Chang and Most study indicate that individual shareholders with these characteristics 
do not have the same perceptions about financial reporting as financial analysts and 
that shareholders with this type of share sophistication do not have common 
behaviour or perceptions. 
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2.9.2 Sophistication in Market Research 
A similar assumption was adopted in the study by SRI International (1987). This firm 
is a market research company and its publication does not fully explain or justify its 
methodology or how it compiled its database. However, it does provide some 
different views on the definition of sophistication.  SRI was commissioned by the 
Financial Executives Research Foundation to survey investor information needs. It 
conducted telephone interviews of 400 individual shareholders and 312 professional 
investors such as financial analysts. Individuals were selected from the SRI database 
based on portfolio size, number of trades and use of brokerage accounts. Individuals 
were segmented on number of trades and the value of portfolio. 
 
In this study, shareholders were divided into three classes, buy and hold investors, 
opportunity-driven investors and semi-professional investors. The decision styles 
were also identified as delegation, advisor-dependent, informed-intuitive and 
analytical. Sophistication was defined in terms of number of trades and decision 
styles, i.e., if an investor traded and used analytical techniques they were deemed to 
be sophisticated and described as semi-professional. This category was not clearly 
justified but the authors assumed that individual shareholders are sophisticated when 
they behave like financial analysts. These classifications of shareholders provide an 
interesting view of the behaviour of shareholders but they appear to be the opinion of 
the authors rather than supported by previous academic or market research. 
2.9.3 Demographics as an Indicator of Sophistication 
In a series of studies, Epstein (1975), Epstein and Pava (1993) and Anderson and 
Epstein (1995) investigated the individual shareholder's use of annual reports. The 
sophistication of shareholders was identified in the three studies to determine whether 
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it affected the use of reports. Five characteristics were identified as indicators of the 
level of sophistication: 
1. Experience 
2. Percentage of wealth 
3. Wealth 
4. Age 
5. Education 
The research of Anderson et al. (1995) covered shareholders in three countries, USA, 
New Zealand and Australia, and is the only one of the three studies conducted or co-
authored by Epstein to include Australia. Shareholders in all three countries supplied 
the above demographics. Epstein and Pava and Anderson et al., did not attempt to 
justify the reasons for using these characteristics as proxies for sophistication but did 
accept that the definition of sophistication is ambiguous (Anderson et al., p.72). Each 
of the five characteristics was considered as separate indicator of sophistication. 
Anderson et al. examined the relationship between the sophistication attributes and: 
(a) usefulness of accounting reports; (b) the demand for improved reporting; and (c) 
the audit expectation gap.  The results indicated that investors (in all three countries) 
who have a job and/or formal education in the finance area and were older tend to 
make more use of financial statements and that percentage of wealth affected the use 
of the directors' report (p.76). 
 
As the authors did not define sophistication it is difficult to interpret their findings. 
For example, it could be assumed that the amount of wealth invested in shares 
indicates a level of knowledge about investing. However, no benchmark was set, but 
it was assumed that the more wealth held in shares the higher the level of 
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sophistication. This assumption could be rebutted by the arguments in portfolio theory 
that shareholders should hold diversified investments in shares and other investments 
to limit systematic risk. If a significant amount of wealth is invested in shares only, 
this may indicate a lack of sophistication as defined in portfolio theory. 
 
A similar problem arises with the use of age as an indication of sophistication. Older 
shareholders are assumed to be knowledgeable but this may not mean that they should 
find accounting reports useful. An alternative assumption about age is that these 
shareholders, unlike younger people, have more disposable income for investment and 
therefore invest more in shares. Either assumption is defensible which blurs the 
interpretation of results. 
 
The Australian Stock Exchange conducted a national survey of adult Australians in 
the first half of 1997 as part of its regular review of share ownership. Although the 
methodology is not fully discussed as it was conducted through a commercial research 
company, the results are consistent with the most of the findings of Anderson et al. 
(1995). The ASX report is based on research from two telephone surveys: First, 1,174 
shareholders were randomly selected. The selection used a weighting based on 
undisclosed prior research regarding investor usage of shares as an investment and 
other factors including: age, geographic location and gender as established by the 
Australian Bureau of Statistics. Second, another telephone survey was based on a 
selection of 2,400 telephone numbers. This selection was weighted according to a 
quota for city and non-city areas (pp. 7-8).  
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The purposes of the surveys were to identify the market segmentation of shareholders 
in order to determine appropriate marketing strategies by stockbrokers. It stratified 
private investors by attitude, demographics, geography, behaviour, broker usage and 
market sub-segments, i.e., how they acquired their shares and whether they used 
financial derivatives. The analysis of the survey results made no attempt to define 
sophisticated investors. However, it did identify a relationship between the level of 
education and share ownership as those who did not complete secondary school are 
more likely to hold fewer stocks than other shareholders (p. 98). An ASX survey was 
also conducted in 1999 but the report, ASX Shareownership Survey (2000) did not 
provide the same details about share purchases. 
 
2.9.4 Shareholder Differences and Investment Objectives as an Indicator of 
Sophistication 
 
In 1971 Baker and Haslem surveyed 1623 individual shareholders from the 
Washington DC area and received 851 responses. The results of the research were 
reported over two years. 
 
The information needs of shareholders were first reported in 1973, and, an attempt to 
develop a valuation model for individuals was reported in 1974. Unlike other authors, 
they used factor analysis to find the correlation between the reasons for share 
investment (dividends, future expectations and financial stability) and the socio-
economic and behavioural variables such as demographics, investment objective and 
level of portfolio (p.1260).  
 
 47 
The authors did not attempt to identify which variables indicated sophistication but 
their findings did suggest that there were two distinct categories of shareholders, those 
concerned with dividends and those concerned with capital gains. Further, they 
suggested that the investment decision is multi-dimensional and that more than one 
decision variable is involved (p.1261). This study is significant as it questions the 
logic of defining shareholders as sophisticated based on one variable such as the use 
or reading of the annual report. 
2.9.5 Hybrid Measures of Sophistication 
In his 1982 paper, Courtis reported the results of his 1979 survey of 4,400 Australian 
shareholders about their response to the annual report. There were 1,828 respondents 
(45%) but only 1,649 of that 1,828 (37%) shareholders provided biographic data that 
enabled the author to classify them as sophisticated or non-sophisticated readers of 
annual reports. This classification was based on the educational or occupational 
experience in accounting. Courtis was basing his sophistication classification on the 
characteristics that are found in accountants and other professional investors. 
 
Courtis also differentiated between shareholders on the individual's holding of 
diversified portfolios and non-trivial portfolios. The diversified portfolio classification 
did not presume that shareholders needed training in accounting to behave in a 
sophisticated manner, i.e., protect their investments through a system of risk 
management. 
 
The significance of this classification is that it recognised the existence of other types 
of shareholder sophistication apart from the formal ability to understand financial 
reports. 
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2.9.6 Sophistication based on Portfolio Theory 
Blume and Friend (1978) conducted a major study (Wharton Survey) into natural 
shareholders in the USA. The purpose of the study was to ascertain how the role and 
actions of natural shareholders had been affected by government actions on tax issues 
and the increase in the shareholdings of institutions in the USA. It also attempted to 
determine whether this increase had adversely affected the efficiency of the stock 
markets (p.2). 
 
Unlike Epstein (1971), Epstein and Pava (1993), Anderson and Epstein (1995), Lee & 
Tweedie (1977) and Chang & Most (1985), the aim of this study did not focus on the 
use of the annual report but provided some valuable insights into the views and 
behaviour of natural shareholders. The authors did not attempt to identify the 
sophisticated investor in terms of use of annual reports but they followed the general 
principles of portfolio theory by investigating the level of diversification as an 
indicator of sound investment practice. Issues such as whether risk was assessed prior 
to investment and the use of speculative mechanisms as a method of risk management 
were typical indicators of use of portfolio theory. The authors also looked at the 
reasons for trading and whether the shareholders believed they achieved a better rate 
of return than the New York Stock Exchange (NYSE) index. 
 
The review of tax forms indicated that 51% of households listing dividends from 
stocks less than $10,000 in value held at least two stocks (p.46). Portfolios with more 
than 20 stocks represented 5.8% of portfolios between $25,000 and $100,000 and 
38.2% of portfolios in excess of $1million. Blume and Friend argued that unless these 
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investors were holding risk-free assets, such as savings accounts, they were holding 
undiversified portfolios and, were, therefore, at risk (pp.51-59). Shareholders 
indicated their positive attitude to diversification as 93% stated they would not add to 
stock holdings in an industry in which they had a substantial investment (p.121). It is 
implied that the more sophisticated investor would be aware of the advantages of 
diversification and use appropriate strategies. The low level of actual stock 
diversification was attributed to transaction and information costs (including capital 
gains and taxes). 
 
During 1975 shareholders’ reasons for net stock purchases included access to surplus 
funds, 18%, the expectation of higher return on stocks than on other investments,14%, 
and an expectation of improvement in the general economy 13% (p.82). This can be 
compared with reasons for net stock sales (p.85) which were poor investment 
performance 17%, realisation of capital gain 12%, the need for funds for specific 
purpose, 10%, and concern about technical conditions in the market, 10%. The term     
'technical conditions' was not explained but probably means the use of charts, i.e., the 
use of mathematical techniques which enables predictions on movements in share 
price. These actions suggest that the reason for trading was not for short-term capital 
gains but was the result of careful review of investment alternatives and monitoring of 
the performance of investment. This is consistent with the findings of Chang and 
Most (1985) who did not find that individual shareholders who were active traders 
and appeared to pursue short-term gains could be classed as sophisticated. Both 
studies suggest that trading activity for short-term gain may not be a dominant factor 
in explaining shareholder behaviour. 
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Shareholders were generally risk averse as only 3 percent were willing to take 
substantial risks whereas 33% will take moderate risk, 31% small risk and 33% 
wanted to reduce risk (p.115). 82% of shareholders said that they evaluated the degree 
of risk involved as well as the amount of profit they expected to receive. Three main 
areas of risk assessment were earnings volatility (45.2%), price volatility (30%) and 
published beta (17.3%). The authors suggested that the use of the beta was due to it 
being well publicised by brokerage and financial services even though it was a 
relatively sophisticated measure. It does indicate a willingness of some investors to 
embrace new measures to assist them in their investment decisions. Unfortunately for 
the purposes of this thesis, there was no further analysis or cross-tabbing of those who 
used the beta with other behaviour patterns as this may reveal more about the 
sophisticated investor. 
 
The authors also investigated the reactions of shareholders to different market 
developments to gauge how they assessed risk. Investors do not like fluctuations in 
price, as 65% would be less likely to buy or hold a stock the price of which fluctuated 
for no apparent reason and would be likely to sell that stock (p.116). However, risk 
taking was directly related to age and wealth. The younger, wealthier shareholders 
would accept more risk as 55% of shareholders with annual incomes above $50,000 
were willing to take moderate risks as compared to 15% with income below $10,000. 
It appears that younger investors take on more risk as they have an opportunity to 
recover losses through earnings over time and other sources. Older investors may not 
have other income streams and therefore do not take risks.  
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While the Wharton Survey was not based on the use of accounting information it does 
provide a different perspective on shareholder sophistication. Blume and Friend 
(1978) adopted the tenets of portfolio theory to classify the sophistication of 
shareholders rather than the demographics. In particular, age cannot be assumed, 
prima facie, to indicate sophistication. It cannot be used as an absolute measure, i.e., 
the older the investor the more sophisticated. As older investors have a different risk 
profile, they will make different decisions to younger shareholders. A sophisticated 
investor will match the portfolio to their risk profile. The older investor will be 
satisfied with a lower return that is linked with lower risk. It also appears that the 
distinction between short-term and long-term investment objectives does not indicate 
sophistication as investors' purchases and sales of shares were due to a range of 
factors. The level of income affects investment decisions but sophisticated investors, 
regardless of their level of income, would match their income to risk and required 
rates of return.  
2.10 Relevance or Use of Accounting Reports 
As discussed in section 2.4.2, accounting information is considered relevant if it 
assists users to make economic decisions. The assumptions in the conceptual 
framework maintain that natural shareholders will find information contained in 
general purpose financial reports useful for their decision-making. There is a number 
of studies into the use of financial reports by natural shareholders. These studies are 
discussed in section 2.7 as they often incorporated the identification of the 
sophisticated shareholder. 
 
Relevance of accounting information is defined in terms of decision usefulness: 
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"relevance" means that quality of financial information which exists when that information 
influences decisions by users about the allocation of scarce resources by: 
(a) helping them form predictions about the outcomes of past, present or future events; 
and/or 
(b) confirming or correcting their past evaluations; 
and which enables users to assess the rendering of accountability by preparers; (SAC 2 para. 
5). 
 
Generally, previous researchers consider the decision usefulness of the annual report 
by shareholders' ranking of: 
 
1. the importance of the annual report compared to other sources of information; and 
2. the importance of particular items, eg balance sheet, profit and loss, etc. (These 
are now known as Statement of Financial Performance and Statement of Financial 
Position). 
 
The question of the relevance of accounting information has been raised by a number 
of researchers. It is assumed that if accounting information is relevant, the accounting 
reports will be ranked as very useful by natural shareholders. Findings in these studies 
were generally that, in Australia, stockbrokers were the most important source of 
information [Anderson 1979), Mason (1971), Anderson and Epstein (1995), Myers 
(1993),] whereas in the USA, individual analysis of annual reports was ranked first by 
Epstein and Pava, (1993) and Baker and Haslem (1973). Chang and Most (1985) 
found that the financial press was the most important source of information for NZ 
and UK shareholders while annual reports were important for USA. Lee and Tweedie 
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(1977) found that stockbrokers were the most important source of information in the 
UK. The motivation behind many of these studies was to provide empirical evidence 
on the usefulness of accounting information compared to other sources.  
 
Research into the usefulness of the items in the annual report shows that the income 
statement/profit and loss and the balance sheet are considered the most useful in 
nearly all surveys (Hines 1982, pp. 298-301).  
 
The implication of this research for Australian shareholders is that annual reports are 
not the main source of information and those who use annual reports find the income 
statement and the balance sheet useful.  
 
Research into the usefulness of accounting information has been confined to the 
content of the annual reports without considering that shareholders have access to 
information for their share decisions before they receive the report. The implications 
of that research has raised issues on the usefulness of the annual report. However 
these studies do not identify the decision-usefulness of information regardless of its 
source. In other words, shareholders may find accounting information useful if they 
obtain it from media, advisors or the Internet. The immediate access to accounting 
information, such as press announcements of final profit figures, could be used for 
share decisions. Such use of accounting information has not been examined. 
 
This deficiency in the theory about shareholders gives rise to the first research 
question in this thesis. 
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Research Question 1: Are the behaviour and characteristics of natural shareholders 
consistent with the assumed behaviour and characteristics of shareholders in the 
conceptual framework? 
 
The subsidiary questions are: 
1(a) Are natural shareholders a homogeneous group as assumed in the conceptual  
 framework? 
1(b) Do natural shareholders use accounting information? 
1(c) Does the perceived importance of accounting information depend on shareholder 
 sophistication? 
 
A less strict interpretation of the concepts statements suggests that shareholders have 
common information needs irrespective of the information supplied by the reporting 
entity. This would involve a separate investigation into the information needs that are 
common to all shareholders, i.e., research into the individual decision models of 
shareholders. The research question of the thesis is whether the information supplied 
by the reporting entity meets the information needs of natural shareholders?  rather 
than what are the information needs of natural shareholders? 
2.11. Rely on and Reliability 
Both the academic research and the conceptual frameworks are silent on what is 
meant by the term ' rely on' in the context of general purpose financial reporting.  
Previous researchers have assumed that if accounting reports are used for decisions 
then shareholders are relying on them. While this could be true, an alternative premise 
is that shareholders have to rely on a range of information and do not believe that they 
can rely only on the information in annual reports for share-related decisions.  
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The objectives of financial reporting as espoused in the conceptual frameworks 
clearly suggest that users (shareholders) of financial reports should be able to rely on 
the accounting information that is supplied to them by the company to make economic 
decisions. If shareholders have to seek alternative information to confirm the 
credibility of information in financial reports before they can use it, this implies that 
they do not believe they can rely on this information.  
 
The concept of rely on may not affect the quality of relevance. In other words, 
information may be considered to be very useful, (relevant), in making a share-related 
decision but it requires further investigation to establish its credibility. Information 
that is included in general purpose financial reporting is required to be both relevant 
and reliable, i.e., it is useful and can be accepted on face value. The assumed reason 
that shareholders can trust (rely on) accounting information is that it is reliable. 
 
A major factor in providing reliability to accounting information is the independent 
audit: 
 
The user will expect that the auditor, as an independent expert, is satisfied as to the relevance 
and reliability of the general purpose financial report for assessments of the performance, 
financial position, financing and investing, and compliance of the reporting entity, and that 
reliance may be placed on the auditor’s opinion.  The user will also develop an attitude toward 
the reliability of the general purpose financial reports as a result of the success of past decisions 
or evaluations (SAC 3 para.23). 
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The lack of clear research about the reliance and reliability of accounting information 
warrants two further subsidiary research questions: 
 
1(d) What qualities make accounting information reliable? 
1(e) Does the reliance on accounting information depend on shareholder 
sophistication? 
 
The fundamental quality for the auditor is their independence as this provides 
confidence to the users. This facet of reliability is discussed next. 
  
2.12 The Audit and Perceptions of Auditor Independence 
The independent audit of general purpose financial reports is intended to provide 
confidence to investors and other users of that information. It shows that the 
information is reliable. Auditing can be defined as: 
 
Auditing is the process by which a competent, independent person accumulates and evaluates 
evidence about quantifiable information related to a specific economic entity for the purpose 
of determining and reporting on the degree of correspondence between the quantifiable 
information and the established criteria (Arens et al. 1987). 
 
Auditing theory and the professional statements and standards expound the 
requirement of an auditor to be independent in fact and in appearance. This quality is 
necessary to ensure the reliability of accounting information. 
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2.12.1 Statutory Provisions for Auditor Independence 
The Australian Corporation Act 1989 (Cwlth) regulates the tangible aspects of audit 
independence to ensure that auditors are independent in fact. The summary of those 
requirements is presented in Table 2.1. 
 
Table 2.1 Overview of Corporations Law 
Independence Requirements Section No 
Entitled to reasonable fees. 
 
Prohibition on indebtedness exceeding $10,000. 
329 
 
324 (1) 
 
Auditors cannot be officers of the company (except 
for exempt proprietary companies). 
 
 
324 (1) 
 
Prohibition on officers receiving consulting fees 
from the auditor's firm (except where the company is 
an exempt proprietary company). 
 
 
 
324 (2) (h) 
 
Auditors are appointed and can only be removed 
from office, by shareholders. 
 
The right to be heard at Annual General Meetings if 
a motion to be replaced is in place. 
 
Any auditor proposing to resign must seek approval 
of ASIC. 
 
 
329 (1) 
 
329 (3) 
 
 
329 (4) 
 
It can be seen from the Table that there are no specific prohibitions on auditors 
supplying management advisory services to their audit clients.  Independence in these 
cases is, therefore, regulated by the professional requirements. 
 
2.12.2 The Professional Requirements for Auditor Independence 
Professional statements on independence outline the necessary qualities to achieve 
an independent audit and describe events that could cause audit independence to be 
impaired. 
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Professional guidelines for independence are found in two main statements: 
 
(i) Code of Professional Conduct (CPC), Professional Statement F1 
Professional Independence; and 
(ii) Statement of Auditing Practice AUP 32 Audit Independence. 
 
The Code is a general statement which outlines the accountancy profession’s code for 
members in areas such as: public interest, integrity, competence and due care, 
objectivity and independence. The CPC is endorsed by both CPA Australia and The 
Institute of Chartered Accountants.  
 
Section F1 of the code outlines the independence requirements in more detail, and 
provides guidelines on conflicts and provision of management services.  
Auditors are prohibited: 
 
(i) to have any beneficial ownership in the audit client (para. 10); 
(ii) to participate in the executive function of an audit client  (para. 24); and 
(iii) to receive a substantial part of their gross fees from one client as this raises 
issue of perceived loss of independence (para. 27). 
 
This statement outlines the profession’s approach to both actual and perceived 
independence. Paragraph 9 states: 
 
The perception of audit independence is fundamental to the credibility of the 
profession.  For the purpose of this Statement: 
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(a) actual independence is the achievement of actual freedom from bias, 
personal interest, prior commitment to an interest, or susceptibility to undue 
influence or pressure;  [and] 
(b) perceived independence is the belief of financial report users that actual 
independence has been achieved. 
 
AUP 32 provides more detailed guidelines for auditors.  
 
a) Attitude of Mind, Paras. 13, 14 
The personal qualities necessary for an independent attitude of mind include 
integrity, objectivity and strength of character. 
 
(b) Charging for Services, Paras. 24-30 
The auditor should not enter into fee arrangements where independence might 
be or be seen to be compromised. This could occur through underpriced audits 
or by fee dependence.  Audit firms who have a substantial amount of their 
revenue from one client risk the perception of impaired independence.  
  
c) Operational Independence, Paras. 31-33 
Auditors should ensure that they are able to conduct the audit free from 
intervention or control from the governing body of their audit client. 
 
d) Financial Involvement, Paras. 34,35 
Auditors must ensure that independence is maintained by not having direct or 
indirect financial involvement with their clients other that which is permitted by 
legislation. 
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e) Other Services, Paras. 36-43 
AUP 32 permits an auditor to provide a client with services other than the audit. 
However, it must be recognised that there is a risk that independence could be 
impaired.  AUP32 para. 42, requires that each potential "other service 
engagement" be evaluated to ensure that the auditor is not: 
 
(i) involved in decision making that should be undertaken by management; 
(ii) involved in both performing and auditing the same work; and 
(iii) in a position of undue economic dependence on the other services' fees. 
 
Despite the number of regulations and the attempts of the profession to ensure audit 
independence, problems arise in the perception of audit independence. 
 
2.12.3 History of AUP 32 
The Australian auditing profession undertook a codification program to replace its 
existing practice statements in 1996. This program strengthens the status of the 
professional statements by raising them to the mandatory status of an accounting 
standard. The new Statement of Auditing Standards did not contain an equivalent for 
AUP 32. However, AUP 32 remains as the part of the professional requirements for 
Australian Auditors. This fact strongly suggests that the profession is not clear about 
the possible effects on reliability of accounting information that are caused by auditor 
behaviour which threatens perceived independence. 
 
Independence issues in Australia were at the forefront in the early 1990s when the 
Australian Accounting Research Foundation (AARF) released two exposure drafts, 
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ED 37 Audit Independence, (October 1990) and ED 40 Audit Independence, 
(September 1991), which would replace AUP 32. Neither was approved. 
 
Within the exposure drafts there were some controversial issues to which the financial 
community took exception: 
(a) a limit of 15% of gross fees was set as a benchmark to indicate fee-
dependence (para. 25); and 
(b) a seven-year limit for audit firms to hold a contract with a client before 
mandatory rotation occurred (para. 46). 
 
This apparent conflict between the standard-setters and the financial community 
indicates the sensitivity of the independence issue. It has also been a recurring theme 
in academic literature. 
 
Professional guidelines for independence have been prepared in the context of 
ambiguous findings from the research that is now discussed. 
2.12.3 Literature on Perceived Auditor Independence 
Audit independence has been a significant issue in accounting literature for over forty 
years. This is often tested by statistical analysis of the relationship between audit fees, 
non-audit fees, qualified audit reports, etc. There is a broad range of accounting 
literature that investigates whether the independence of the auditor has been actually 
impaired. Studies by Barkness and Simnett (1992), Hillison and Kennely (1988) 
Palmrose (1980) have investigated the economic effects of non-audit fees. This thesis 
is concerned with the perceptions of impaired independence by natural shareholders. 
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A dominant theme in auditing literature in the last decade is the audit expectation gap. 
Authors such as Godsell (1996), Porter (1991, 1993) and Monroe (1994) have 
investigated the different expectations of the auditors and the users of financial 
reports. Their research is concerned with the unreasonable expectations of users of 
financial statements and the inadequate performance of the auditor. The major issue in 
this thesis is whether the views, reasonable or otherwise, of natural shareholders have 
been incorporated into the existing theory and professional statements of perceived 
audit independence rather than the issue of reasonable expectations. 
 
However, in 1993 the ASCPA and the ICA commissioned a study into financial 
reporting and the audit expectation gap which covered some auditor independence 
issues. The report which was published in 1994 was prepared by a working party of 
senior members of the accounting profession. It provided the following 
recommendations for auditor independence: 
 
(a) The revision of AUP 32 to mandate the rotation of the audit engagement partners 
at least every seven years (p.39, para. 2039); 
 
(b) The Accounting Bodies prescribe a mandatory fee limit of 15% of the gross fees 
of any one office within a practice, including all audit and 'other services' fees 
from that client, at which independence of the auditor is deemed to be impaired 
(p.122, para. 5155); and 
 
(c) The Working Party agreed that there is nothing wrong in principle with the auditor 
providing other services to an audit client. However, the Accounting Bodies 
should develop strict ethical requirements to control the provision of those 
services to help ensure independence is maintained (p.124, para. 5168). 
 
Recommendations (a) and (b) have not been adopted. 
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The majority of the perceived independence research has emanated from the USA 
where there have been two government commissions, The Cohen Commission (1978) 
and The Treadway Commission (1987) as well as many debates about the effect of 
management advisory services on the independence of the auditor.   
 
It was Schulte (1965) who raised the issue of the compatibility of auditing and 
management consulting as the result of a ruling by the AICPA's Ethics Committee.  A 
postal survey was conducted on two groups of financial executives. The first group 
was chosen from the largest financial institutions. The author believed that the views 
of this group was important and may not be included in a random selection of all 
financial institutions. The second group was randomly selected from all financial 
institutions after excluding the ones that were selected in group one. 
 
The questionnaire received responses from 282 executives of the largest institutions 
and 383 from all other institutions.  The survey questions asked about the relationship 
with auditors and the executive's opinion on audit independence, particularly the 
effect management consulting has on audit independence.  The findings showed the 
importance of audit independence and found that, overall, 33% of the respondents 
believed that management consulting would affect audit independence.  Among the 
reasons for this perception were: the degree of closeness between management and 
the auditor and the position of advocacy which management consulting establishes 
between the consultant and the client. 
 
The two groups were not consistent in their response to the questionnaire, which 
Schulte suggested is due to the largest institutions dealing with the larger accounting 
firms.  This difference between groups is to be repeated in future studies. 
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Briloff (1966) also researched the compatibility of management services with an audit 
engagement. The questionnaire was sent to two groups which comprised the 
accounting profession and the financial community. Useable responses were received 
from 64 members of the accounting profession and 72 from the financial community.  
The author does not explain the rationale of the selection of these people or the 
response rates. 
 
Part of the questionnaire set out various business transactions that required comment 
about the respondents' perception of audit independence when management services 
were provided by the audit firm. The results revealed that 53% of the financial 
community thought that management services would detract from significance of the 
auditor's opinion; this compared to 22% of the accounting profession. A significant 
finding was that 58% of the financial community believed that these services were 
incompatible with independence, although only 22% of the profession accepted that 
view.  Briloff concluded that as the work of the accounting profession was changing, 
the profession must keep pace with the perceptions of the community. 
 
Titard (1971) also surveyed 220 members of the financial community to determine: 
their use of financial statements; the knowledge of management advisory services; 
and the impact management advisory services has on independence. Responses were 
received from 160 that represent a 71.7% response rate. Individual shareholders were 
not included.   
 
In a major finding, 49% believed that when the audit firm provided management 
services this would result in a loss of independence. Titard also examined the effect of 
using different personnel to perform the management advisory service and the audit.  
If different personnel performed the services only 26% believed that the provision of 
management advisory services should be prohibited.  This compared to 42% if the 
same personnel provided both audit and management advisory services. Titard (p.52) 
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concluded that the appearance of independence does not seem to be a problem as the 
lack of understanding of the audit requirements can be addressed by giving the 
community more information. 
 
Hartley and Ross (1972) surveyed 474 AICPA members, 182 Chartered Financial 
Analysts (CFA) and 319 financial executives (FEX's) from companies listed on the 
New York Stock Exchange. The respondents rated audit independence as highly 
important and were aware of the management advisory services issue. Questions 
about the effects of management advisory services on audit independence provided 
significantly different responses three groups. Overall, 47.8% believed that 
independence is impaired due to management advisory services.  However further 
questions revealed that when compared to range of independence problems 
management advisory services ranked lower than flexible accounting standards and 
the payment of the auditor by the client. Hartley and Ross criticised Briloff and Titard 
(p.46) for not distinguishing between independence and competency. Titard was also 
criticised for not explaining the type of services to the respondents, a problem which 
Hartley and Ross overcame by providing a specified a range of services on their 
questionnaire to cover this issue. 
 
Hartley and Ross (1972) also gathered opinions on the effect of management advisory 
services fees on independence. The results varied across the groups and there was no 
particular level which created concern. CFA's registered the most concern as 48.7% 
believed that if management advisory fees were up to 25% of audit fees, then 
independence would be impaired. The issue of disclosure was surveyed and the results 
were inconclusive with only CFA's strongly agreeing that a detailed disclosure regime 
would enhance independence.  The authors concluded that management advisory 
services were only a minor problem in the independence area. 
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Lavin (1976) tested the rulings of the SEC, which proscribed certain direct financial 
interests, and the AICPA guidelines, which were less strict. The survey tried to 
determine which ruling more accurately reflected the perceptions of the financial 
community. Responses from 202 AICPA members and 114 loan officers formed the 
basis of the report. The questions were designed to establish whether there was 
consensus within each group and between groups. The results supported the AICPA's 
ruling and highlighted the different perceptions held by these two groups. 
 
Shockley (1981) investigated the perceptions of four groups of informed users of 
financial reports. The respondents were categorised into (a) big eight partners; (b) 
partners of local CPA firms; (c) commercial loan officers; and (d) financial analysts.  
He tested the effects of competition, management advisory services, the size of the 
firm and length of audit contract on the perceptions of audit independence. The four 
groups returned response rates in the sixty percent range and overall there were 176 
usable responses out of 277 questionnaires.   
 
Shockley used analysis of variance to determine the effect of the variables on the 
perception of audit independence. He (p.798) found that audit firms operating in 
highly competitive environments, firms providing management advisory services and 
smaller audit firms are perceived as having a higher risk of losing independence. An 
audit firm's tenure with one client was not perceived to impair independence. These 
variables of audit size (reputation), management advisory services and tenure form a 
common theme in the research into audit independence. 
 
The study also confirmed prior research by Briloff (1966), Hartley and Ross (1972) 
and Lavin (1976) that particular groups will have different perceptions on what 
variables can affect audit independence. The two groups of accountants in Shockley's 
study returned different perceptions, which Shockley suggested has serious 
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implications for the audit profession. In other words, auditors could not agree on the 
factors that impair independence. 
 
Reckers and Stagliano (1981) examined the issue of non-audit services by using the 
disclosure details of Accounting Series Releases (ASR) No 250. ASRs are major 
opinions and rules given by the SEC. ASR 250 required companies to provide details 
about the type of non-audit services; the percentage of non-audit fees to audit fees; 
and whether the audit committee had reviewed each non-audit service. This statement 
was submitted to the SEC. 
 
Two groups were identified, 50 chief financial accountants (CFAs) and 50 MBA 
students.  Five types of management services were used to create 32 cases. The 
respondents were asked to scale, up to a score of 100, whether the auditor would not 
be independent. Within the cases, the level of the non-audit fees never exceeded 12% 
of audit fees. The results indicated that the MBA ("naive group") did tend to have 
lower levels of confidence than the CFAs. The authors concluded the results 
supported the accounting profession's claim that independence was not an issue and 
the level of fees did not alter the confidence levels of either group.   
 
Pany and Reckers (1984) researched the compatibility of management advisory 
services and divided the survey into two groups; 67 CFAs responded and 46 
stockholders returned usable questionnaires. The questionnaire set out two 
circumstances of the management advisory services being performed by either the 
same personnel or a separate management group. The respondents were also asked 
about their knowledge of auditing and the type of service provided. In contrast to 
previous studies, no significant differences were noted between groups; the CFAs are 
more likely to be more critical than indicated in previous studies by Reckers and 
Stagliano. The results in the study also refuted the claim that more informed users 
would be more confident in auditor independence. Concluding the paper the authors 
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warned directors to be careful when employing auditors for services which can be 
performed by other accountants. 
 
Knapp (1985) researched the ability of auditors to resist client pressure. Of the four 
instances identified, only one tested impaired independence by examining the effect 
of management advisory services on the ability of auditors to resist management 
pressure. The study concentrated on loan officers; 43 returned usable responses, 
which represented a 61% response rate. Using an ANOVA model the effect of the 
independent variable was measured. Client financial condition was determined to be 
the major factor for the impairment of independence as auditors were less likely to 
resist management pressure in these cases. The results confirmed Shockley's finding 
that management advisory services were a factor in the perceived impairment of 
independence. 
 
Glenzen and Millar (1985) also used the disclosures from ASR No 250. The authors 
tested the hypotheses that stockholder approval rates of auditors are related to (a) 
disclosures and (b) percentage of non-audit fees to audit fees. After running a 
correlation between the two factors and the approval rates of auditors that were given 
by shareholders, it was concluded that there had been no significant decline in auditor 
approvals due to increased disclosures. The authors concluded that levels of 
management advisory services were not perceived to affect independence. 
 
Gul and Yap (1986) examined a cross section of users of financial statements in 
Malaysia. The 110 respondents included 34 shareholders. The study addressed five 
related issues of audit independence. Results confirmed the importance of audit 
independence and stated that the expansion of management advisory services had 
reduced confidence in the auditor. The shareholders in this case were the least 
concerned about management advisory services and 23% stated that their confidence 
was increased. The general question of the compatibility of management advisory 
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services and auditing did not provide any conclusions. This research is significant as it 
is the only academic research that asked the opinion of natural shareholders rather 
than only those of institutional and professional investors. The authors (p.101) 
expressed concern about the lack of sophistication, as they believed it lessened the 
strength of their findings. 
 
Lyndsay (1992) investigated the perceptions of the financial communities in Australia 
and Canada of the ability of the auditor to resist management pressure. The extent of 
management services was one of the four factors investigated. The questionnaire was 
sent to 223 experienced users of financial statements. This group comprised 99 
security analysts and 124 bank commercial account managers. Using similar 
techniques to Gul (1991) and Shockley (1981) the author tested the effect of 
management consulting on independence when the fees were 40 per cent of the audit 
fee. Lyndsay (p.359) found that although management services do affect the 
perceptions, it is not a strong relationship. This supported Shockley (1981) and Knapp 
(1985). This study confirmed Lyndsay's earlier research (1989), which had the same 
research design, into the perceptions of 118 Australian bankers and security analysts.  
 
 
2.12.4 Recent Developments 
Independence of auditors continues to be a significant issue, particularly in the USA. 
In the academic literature, the debate about perceived auditor independence has 
concentrated on the fundamental issues rather than empirical research. Bartlett (1991) 
characterised the stance of the profession as: (a) absence of smoking gun, i.e., there is 
no actual evidence of the impaired independence when an audit fails; (b) the high 
regard in which the profession is held as evidence by public surveys; (c) the public 
good is not served if auditors' activities are constrained as this leads to increased 
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costs; and (d) as independence is a state of mind the public should trust the profession. 
Bartlett provided a ' heretical challenge' to the accounting professions' defence of its 
stance on audit independence by questioning whether it was protecting the public 
interest or was it protecting its own interest? 
 
This theme has been adopted by a number of academics and regulators. Collins and 
Shultz (1994) reviewed the AICPA's code of professional conduct including auditor 
independence. The authors reviewed the independence debate and identified the lack 
of clear evidence of the causes and effects of impaired independence. Also, they 
warned that CPA firms faced similar legal threats as medical practice if they 
continued to continue to offer services that had high costs of malpractice insurance 
(p.40). 
 
Kinney Jr. (1999) identified the dilemma of the accountancy profession by describing 
the attitude to auditor independence as either a constraint or a core value. In his 
review, the rules on independence by the SEC usually prohibit certain activities 
whereas the AICPA believed it to be a core value that need not be highly proscribed. 
 
The Chief Accountant of the USA Securities and Exchange Commission actively 
entered the independence debate in 1997. Sutton (1997) warned the profession that its 
rules of audit independence were not satisfying the SEC that they were effective and 
that : 
 
 I urge the profession to consider thoughtfully the enormous benefit that society has given it, and 
the privilege through self-regulation of preserving and enhancing that valuable franchise, and to 
weigh carefully the costs of losing public confidence (p.91). 
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In 1997, the AICPA and the SEC created the Independence Standards Board (ISB) to 
work on independence issues related to auditors and accountants. Its priority is the 
development of a conceptual framework for auditor independence.  
 
In November 1999, the ISB commissioned a commercial research company to 
investigate perceptions of auditor independence and objectivity. The findings are 
based on interviews with 131 professionals which included: chief executive officers, 
chief financial officers, chairs of audit committees, buy-side and sell-side investment 
analysts, audit partners and regulators. Detailed explanation of the methodology is not 
reported, therefore, the validity and interpretation of the findings are limited. 
However, it should be noted that the opinions of natural shareholders are not included. 
 
The findings of this report identify a challenge to audit independence when auditors 
accept consulting assignments with audit clients. However, the respondents believe 
that the reason for the continuing controversy about auditor independence is the ' 
intense media and investor scrutiny that exists today' (p.46). 
 
The ISB issued an exposure draft, ED 00-2, Statement of Independence Concepts, A 
Conceptual Framework for Auditor Independence in November 2000. At this stage, 
its acceptance by the profession, regulators and users of financial reports is not yet 
determined. 
 
Prior to the issue of the conceptual framework, the Securities and Exchange 
Commission had proposed significant changes to the rules governing the 
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independence of auditors in June 2000. In its Fact Sheet on the Independence of the 
Accounting Profession, the SEC wanted to modernise the independence rules in three 
areas: 
1. investments by auditors or their family members in audit clients; 
2. employment relationships between auditors of their family members and audit 
clients; and 
3. the scope of services provided by audit firms to their audit clients. 
 
In a series of public hearings in the second half of 2000, the SEC heard evidence from 
a number of prominent accountants, members of the business community and 
academics. The new rules are not yet finalised, however, the AICPA has campaigned 
against the stringency of the proposals regarding employment relationships and scope 
of services provided by audit firms. 
 
In Europe there have been similar developments regarding auditor independence. In 
December 2000 the European Commission issued Consultative Paper on Statutory 
Auditors' Independence in the EU: A Set of Fundamental Principles. 
2.13 Implications  
From the literature there is little evidence that the views of natural shareholders have 
been integrated into the theory of audit independence. This conflicts with the stated 
aim to provide users with decision useful information, as a significant number of 
users, natural shareholders, have not been asked to express any opinion on the value 
of perceived independence.  
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Audit independence is assumed to be a major factor that enables shareholders to rely 
on accounting information. This give rise to the second main research question: 
 
Research Question 2: Are share-decisions of natural shareholders affected by their 
perception of auditor independence? 
 
Subsidiary Research Questions: 
2 (a) Does the perception of impaired auditor independence affect the reliability of 
accounting information? 
2 (b) Are shareholders homogeneous in their views of reliability and auditor 
independence? 
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Chapter Three 
Research Methodology 
3.1 Introduction 
The broad aim of this chapter is to provide the rationale for the methodology used to 
establish the views of natural shareholders. Their views will be used to test the 
assumptions in the Conceptual Framework. The fundamental basis of the Australian 
Conceptual Framework is that general purpose financial reporting (accounting 
information) should provide decision-useful information to those users who cannot 
command special purpose financial reports and, therefore, have to rely on information 
that is provided to them by the reporting entity. Accounting information should be 
used for share-related decisions, which can be defined as buying, holding, or selling 
shares and evaluating the performance of management. If accounting information is 
not used for this purpose then the conceptual framework is fundamentally flawed. 
 
In this chapter the process for developing an appropriate research methodology is 
described which includes the design of the questionnaire The research questions are 
linked to specific sections and questions in the survey instrument. Within each 
discussion an explanation of the analytical methods is provided. Survey 
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administration is explained and a discussion on the use and limitations of surveys is 
provided.  
 
The discussion in Chapter 2 identified the lack of research into the use of accounting 
information by natural shareholders. Despite this deficiency, the Australian 
Conceptual Framework for financial accounting is based on a number of assumptions 
about the behaviour of users of financial statements. This gives rise to the following 
questions: 
 
Research Question 1: Are the behaviour and characteristics of natural shareholders 
consistent with the assumed behaviour and characteristics of shareholders in the 
conceptual framework? 
 
Research Question 2: Are share-decisions of natural shareholders affected by their 
perception of auditor independence? 
 
3.2 Planning and Administration 
The discussion in Chapter 2 reviews the literature involving the role and activities of 
natural shareholders. Investigations into the views and activities of natural 
shareholders are not as plentiful as research into the role of institutional investors and 
the operations of the capital markets. 
 
While there are a limited number of studies into the use of financial reports, these do 
not provide information about the behaviour of shareholders when dealing with many 
complex issues. That research often focuses on the single issue of shareholders' use of 
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accounting reports without considering the complexities of decision making or the 
availability of accounting information prior to the issue of the annual report. 
 
Answering the research questions about: the homogeneity of the natural shareholder 
group; their use of accounting information and their concerns with independence of 
auditors required the development of a unique methodology. Given the lack of 
evidence about the views and behaviour of natural shareholders it was necessary to 
develop a research methodology that overcame this deficiency. The methodology 
involved three phases. These are: 
1.  research into the historical views and activities of shareholders. 
2. observation of individuals at Annual General Meetings.   
3. the information collected from phases 1 and 2 will be used to design the 
research instrument. 
 
3.2.1 Phase 1-Historical Views and Activities 
There is no comprehensive review of the behaviour and views of natural shareholders 
in Australia. To overcome the lack of public information, the history of shareholders 
in the USA was used to provide some insight into perceptions of individual 
shareholders. While there are some differences in the rights and obligations of 
American shareholders compared to Australian shareholders, for example, in the 
USA, there are quarterly reports, whereas in Australia there was only one statutory 
report until 1998 when half yearly reports were formally introduced. From the USA 
literature, the chronicled experiences of the Gilbert brothers (1939-1979) were used as 
a formal reference to gain an appreciation of the views and expectations of 
shareholders. The Gilberts were lawyers who were responsible for the most sustained 
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and successful shareholder activism in the USA. Over a period of 40 years they were 
responsible for a range of changes to the way companies treated shareholders. Their 
activities and those of their organisation were chronicled for over 40 years and 
detailed their role in getting the views of shareholders heard. The chronicles provide 
an in-depth account of views of natural shareholders and the historical background on 
the evolution of the relationship between management and shareholders.  
 
Many of these issues are now taken for granted in Australia, for example, the Gilberts 
promoted the rotation of AGMs so that all shareholders had the realistic opportunity 
to attend. In Australia, the location of meetings is routinely rotated between the states 
by companies such as BHP, Coles Myer and Fosters Brewing.  This enables 
shareholders to attend meetings once every two or three years. These meetings are 
also telecast into large venues in all other states, which allows shareholders to watch 
meetings. Similarly, the improvements in annual reports that were sought by the 
Gilberts have been incorporated into the present accounting regulations in both 
Australia and the USA. 
 
Within the chronicles, the major issues were covered consistently and the progress of 
companies to improve the treatment of natural shareholders was recorded. Issues such 
as 'conduct of meeting and post meeting reports' concerned the right of shareholders 
to participate in meetings and to receive a report on the issues raised. The conduct of 
meetings is generally decided by the conduct of the chairperson. For many years, the 
Gilberts pushed for use of a set of formal meeting rules to ensure that the chairperson 
did not overstep his/her power and deny shareholders their rights at meetings. By 
1979, the rights and treatment of shareholders at AGMs had improved.  
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The activities of the press were monitored to gauge interest in the media for 
shareholder issues including the AGM. By 1979, there was an increased coverage of 
shareholder issues in the American press. Annual reports were often criticised for 
being largely a public relations exercise and placing too much detail in the notes. 
Segment reporting and forecast information were promoted. The Gilberts argued that 
the annual reports should be simplified and not include trivial issues. Nonetheless, 
they asserted that the information included in the company report lodged with the 
Securities and Exchange Commission (SEC), known as the '10K Report', included 
important information that should have been also sent to shareholders. Much of this 
information was already included in the corporate reports of Australian companies as 
a result of the schedules and regulations of the Uniform Companies Acts (1961). 
 
The matter of executive compensation and pensions referred to the remuneration 
directors received during and after their employment. Companies were criticised for 
increasing remuneration or providing pensions without a specified time limit. Other 
concerns with directors included compulsory retiring age and compulsory attendance 
at meetings. Cumulative voting, stagger system of proxy votes and pre-emptive rights 
were a significant concern as they affected the ability of shareholders to have some 
representation on boards. For example, cumulative voting provided all shareholders 
with votes equal to the number of shares held multiplied by the number of directors. 
The votes could be cast for only one or two directors. The desired result is that a 
minority block of votes would gain representation on the board.  
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Similarly, it was strongly argued that the appointment, level of fees and changes of 
auditors should be ratified by shareholders. The use of audit committees and internal 
auditors was actively promoted.  Such issues were regulated by the use of Table A or 
the registered Articles of Association required under the Australian corporations laws. 
 
While the reports by the Gilberts provided the historical perspective of shareholder 
views in the USA, it was necessary to investigate the views of Australian shareholders 
before the research instrument could be formed. 
 
3.2.2 Phase 2-Observing Australian Shareholders at Annual General Meetings 
The AGMs of companies provide shareholders with the opportunity to express their 
views about the performance of the company and to ask questions. At these times  
the behaviour and views of natural shareholders were recorded by the author. Overall, 
shareholders were observed at 13 annual meeting between 1996 and December 1999.  
 
The companies were: Broken Hill Proprietary Company (four meetings), National 
Australia Bank Ltd (four meetings), Coles Myer Ltd (two meetings), Pacific Dunlop 
Ltd (one), Colonial Bank Ltd (one) and Bank of Melbourne Ltd (one).  These were 
chosen as they are: publicly listed on the Australian Stock Exchange (ASX); shares 
were considered blue chip; and the meetings are generally held in Melbourne.  In 
1997 and 1998 BHP held meetings interstate and telecast into the capital cities where 
meetings were observed. The Coles Myer 1996 meeting was held in Sydney, which 
the author attended. 
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The following paragraphs include a discussion of : 
(a) the author's generalised observations of natural shareholders and their concerns; 
and, 
(b) specific company issues that indicated common views/concerns of shareholders. 
 
While attending these meetings, notes were made of the proceedings and of any 
relevant events or conversations. These are now reported. 
 
More than 70% of shareholders were older than 50 years and were probably retired 
from full-time employment. As AGMs are held on weekdays, they are unlikely to 
attract shareholders in full-time employment. Also, share ownership was traditionally 
associated with people who already had accumulated savings and relied on dividends 
for their income rather than those still in paid employment. 
 
The estimated number of shareholders attending was between 1000 and 2000. This is 
obviously subjective, however, these companies have large numbers of natural 
shareholders and the number of people attending the meetings did not represent a 
significant proportion of that shareholding. 
 
The order of meetings was often the same:  
1. Chairman's review of past year, first quarter results and future directions; 
2. Adoption of Financial Statements, questions and comments were taken; 
3. Specific Resolutions- often the Directors' Remuneration; 
4. Election of Directors; and 
5. General Business. 
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Meetings usually exceeded three hours and about half of the audience left during that 
time. Many would leave after the adoption of financial statements, which took up to 
two hours. 
 
As the managing director often held the majority of votes in proxies, from 
institutional and natural shareholders, all resolutions were passed. With the exception 
of the 1996 Coles Myer meeting all resolutions were passed by a show of hands and 
the chairman did not need to use the proxies. Shareholders appeared to use the 
meeting to evaluate the board of directors by listening to the issues raised and the 
responses.   
 
The Managing-Director was the chairman of the meetings and it was rare for other 
directors to speak or answer questions. The chief-executive officer of the various 
companies was occasionally called upon to answer specifics about an operational 
issue. As a result, the Managing-Director was the only part of the directorate that 
shareholders are able to assess on their public performance. Nonetheless, shareholders 
would form opinions about members of the boards. In conversation with shareholders 
after meetings comments included: " Look at that lot, what would they know about 
retailing?" and at a different company " You can trust that group (board of 
directors)… they have a proven track record!" 
 
Representatives of pressure groups attended meetings and raised issues. Members of 
the Australian Shareholders' Association attended all meetings and asked questions on 
behalf of their association. Often, these questions had been the subject of previous 
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correspondence with management and the questions were firmly and politely raised. 
Also, representatives from environmental groups, employee-shareholders and specific 
issue groups attended. There were three individuals who attended most of these 
meetings and would aggressively question management about financial performance, 
share price and social and environmental issues.  
 
While most of the audience did not ask questions, they listened carefully to the issues 
and the responses. Some issues would receive spontaneous applause if the question 
was pertinent. These issues were company specific and not generalisable, for 
example, questions about the use of shareholder discount cards brought support at the 
Coles Myer's meetings, while criticisms of BHP’s poor share price was endorsed. 
 
Questions ranged from specifics on the financial accounts, performance of directors, 
share price, strategic decisions and individual shareholder issues such as why a local 
store did not stock a particular item. 
 
Responses from management normally involved an explanation of the board's position 
as justification. Other typical responses were : ‘will take it on board’ and ‘there are 
company representatives available to discuss that issue with you’. These responses 
suggest that management made a serious effort to satisfy or inform shareholders. In 
short, shareholders were exercising their ownership rights and holding management 
accountable for their actions. 
 
 83 
Table 3.1 provides the author's assessment of the major issues and the broad category 
to which they belong. This Table is based on the frequency of questions or comments 
that were raised at the AGMs by shareholders. 
Table 3.1 Summary of Company-Specific Issues 
Company Issue Information Category 
BHP 1996-1999  
Pollution at OK Tedi Mining  Social/Environmental 
Liabilities attached to OK Tedi Accounting 
Purchase price of Magma Copper Accounting 
Sale of Magma Copper and losses and liabilities attached Accounting 
Poor share price performance Market 
Directors' Remuneration Directors 
Dividends Hybrid Accounting 
National Bank 1996-1999  
High profits Accounting 
Good share price performance Share Price/Directors 
Level of cost to income ratio Accounting 
Exposure to Asian economies Accounting 
Is NAB going to place headquarters off-shore? Social 
Director remuneration 
Level/franking of Dividends 
Director 
Hybrid Accounting 
Related party transactions by directors Directors 
Coles Myer 1996, 1997  
Profit performance Accounting/Directors 
Directors' remuneration Directors 
Share price performance Market/Directors 
Investigation by Australian Securities Commission into 
activities of the board and individual directors 
Directors/Regulatory 
system 
Role of Auditors  
Shareholder Discount Card 
Level/franking of Dividends 
Directors 
Hybrid Accounting 
Colonial Bank 1997  
Dissatisfaction with share allocation arrangements  Directors 
Is Colonial a takeover target? Market 
Pacific Dunlop 1996  
Poor share price Market 
Level of liabilities attached to lawsuits Accounting 
Shareholder Discount Card Directors 
Level/franking of dividends Hybrid accounting 
Bank of Melbourne 1997  
Takeover by Westpac Market 
Adequacy of takeover price Market/directors 
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Most questions or comments would involve some implicit or explicit evaluation of the 
board of directors or of an individual director. Therefore, most questions could be 
classified as concerning directors. The classification is an attempt to arrange the issues 
into the type of information that provided the basis of the questions. The category of 
‘director’ was used when it directly concerned a director issue such as remuneration. 
 
Information that was explained in accounting terms, e.g., level of assets or liabilities is 
described as ‘Accounting’, while a combination of Accounting information with 
another factor is designated as ‘Hybrid Accounting’.  Examples include the level of 
dividends which is determined by levels of profits or price-earnings ratios which is a 
ratio of accounting profit to the market price. These categories are further discussed in 
section 3.4. 
 
Table 3.1 does not cover every issue that was raised, however, it provides a list of the 
most common questions or comments from these meetings. It is not suggested that 
this sample is representative of all shareholders or questions at AGMs, but it does 
provide an indication of the concerns of shareholders who are willing and able to 
attend meetings and exercise their rights as owners. The Table provides the summary 
of important issues of a group who do not make their decisions on share price alone 
and are willing to maintain their investment due to some other factors, such as future 
profits, safety of capital or level of dividends. In these specific cases, they are likely to 
rely on accounting and other information for their share and accountability decisions. 
Shareholders are willing to apply pressure to directors either explicitly by asking 
questions or implicitly by attending the meetings. If meetings are well attended, the 
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accountability of the board is more obvious than when meetings have relatively low 
attendances.  
 
The summary of issues is presented in Table 3.2. Changes in share price, directors 
remuneration and related party transactions, social and environmental issues, level of 
dividends, write down of assets and level of liabilities including contingencies were 
common issues raised by shareholders. 
Table 3.2 Summary of Shareholder Issues as recorded by Gilbert Brothers 
Chronicles  and Observations at Australian AGMs 
Issues- Gilbert Brothers Issues at Australian AGMs 1996-1999 
Attendance and location of meetings Performance of Directors 
Conduct of meetings Executive Remuneration 
Post meeting reports Share Price 
The press Profits 
Annual reports Write down in Assets 
Executive compensation Pensions/Options Level of Liabilities 
Dividends Franking Credits 
The Director Non -executive directors 
Stagger system of proxy voting Related Party Transactions 
Pre-emptive rights Takeover possibilities 
Banks Environmental and Social Issues 
Auditing Auditors 
Employee-shareholders  
Cumulative voting  
 
The differences in the issues affecting the USA and Australian shareholders reflect the 
different stages of corporate governance. While the Gilberts were attempting to 
improve the accountability of management, the Australian issues indicate that 
shareholders who attend AGMs are exercising their ownership rights to hold 
management accountable. 
 
 86 
3.2.3. Phase 3-Research Design 
To investigate the views of a group that the ASX 2000 Shareholder Study estimated at 
over 5 million required the use of a survey with statistical sampling. For large groups, 
the use of a postal questionnaire is the most cost-and-time effective method. It can 
simultaneously reach a geographically dispersed sample at a relatively low cost in 
time and money (Zigmund 1997). As the population group is large and widely 
dispersed throughout Australia other research methods were not considered 
appropriate.  
 
The questionnaire is composed of four sections. Section A investigates the level of 
sophistication of shareholders, sources of information and investment objectives. 
Section B investigates the information that is relied on for decision-making, Section C 
seeks data about the qualities that make information reliable while Section D covers 
demographics. 
 
3.3 Questionnaire Development: Section A-Share Sophistication 
Section A investigates the level of sophistication of natural shareholders. Shareholder 
Sophistication is defined as the level to which the behaviour of an individual 
shareholder matches the characteristics and behaviour that are assumed in the 
conceptual framework. Questions in Section A were expected to generate information 
about assumed behaviour by asking about:  
(i) the diversity of shareholding; 
(ii) length of time of shareownership;  
(iii) trading activity; 
(iv) methods of purchasing shares; 
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(v)  diversity of investments; 
(vi) review of portfolio; 
(vii)  person responsible for decisions; and  
(viii) whether they voted for directors or attended AGMs. 
 
3.3.1 Index Construction 
As discussed in Chapter 2.7, the level of shareholder sophistication of individual 
shareholders has previously been measured by using one dominant characteristic, such 
as age, wealth, investment strategies or educational/employment background. This 
approach has not provided any insight into the question of whether the ranges of 
assumed behaviour and characteristics are found in the population of natural 
shareholders. To overcome this deficiency a shareholder sophistication index is 
constructed. 
 
The index is to be calculated by adding the scores assigned to the characteristics. 
Babbie (1989, p.391) describes an index as constructed through the simple 
accumulation of scores assigned to individual attributes. The first criterion for an 
index is the logical validity of the items, i.e., the items appear to indicate the 
characteristic that is being measured. Also, the index should be unidimensional in that 
it measures only one dimension or characteristic. The second criterion is that the items 
selected should show a consistent relationship between each other to indicate the same 
characteristics, this is known as a bivariate relationship. Third, the multivariate 
relationship between all items should be considered before inclusion in the index. 
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Assumptions in the conceptual framework, as outlined in Chapter 2, state or imply 
that users of financial reporting have the following characteristics:  
(i) diversified in shares and investments; 
(ii)  use information to trade shares or to vote; 
(iii) can rely on accounting information to make decisions; and 
(iv) are able to understand accounting information after applying time and effort.  
 
These shareholder characteristics are logically related as they are the prerequisites for 
shareholders to be able to rely on accounting information. Therefore, they meet the 
first criterion of index construction.  
 
Table 3.3 provides the composition of the index; the construction and index are 
discussed in section 3.4.4. 
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Table 3.3 Shareholder Sophistication Index 
Q.No Sophistication 
Behaviour-
Characteristic 
Response Index Min. 
Score 
Max. 
Score 
1 Number of companies 
held 
 
One 
 
0 
  
  Between 2 and 10* 1   
  Greater than 10 2 0 2 
      
2 Years held shares Less than one  0   
  Greater than one 1 0 1 
      
3 Number of trades Less than one 0   
  Between 2 and 10* 1   
  Greater than 10 2 0 2 
      
4 Shares acquired on 
market 
    
  No 0   
  Yes 1 0 1 
      
5 Other Investments Less than 3 0   
  Greater than or equal 
to 3 
 
1 
 
0 
 
1 
      
6 Regular review of 
investments 
 
No 
 
0 
  
  Yes 1 0 1 
      
7 Who makes decision Advisor 0   
  Self 1   
  Self with advisor 1 0 1 
      
8 Participated in 
voting/AGMs 
 
No to all three 
 
0 
  
  Yes to at least one 1 0 1 
Total    0 10 
* Responses are collapsed to give these categories. 
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An index is constructed from these responses and scaled into three categories:  
Low Level Sophistication 
Sophisticated 
High Level Sophistication. 
 
3.3.2 Scale Construction 
Once the index is constructed so that it provides an ordinal ranking of cases on 
shareholder sophistication, a scale is applied. Babbie (1990, p.165) maintains that 
'scales offer more assurance of ordinality by tapping structures among the indicators’. 
The items going into a composite measure can have different intensities. Ordinal 
variables reflect a rank among categories, which is the purpose of this scale 
construction. 
 
To achieve this ordinal ranking, each behaviour-characteristic will be scored a value 
of 1 except for the two characteristics that scored a value of 2.  The number of 
companies in which shares are held and the number of trades score two when the 
shareholder states the maximum, i.e., more than ten companies and more than ten 
trades. These will be given extra weighting, two rather than one, as they are indicate 
greater intensity of this behaviour. A shareholder who holds shares in more than ten 
companies has experience in a range of companies that would probably have different 
histories of movements in share price, dividends, profits, etc. Also, holding shares in 
over ten companies suggests the shareholder is consciously diversifying their 
investment to avoid systematic risk as outlined by business finance theory. Similarly, 
when the number of trades exceeds ten per year this indicates the shareholder is 
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actively using information to make share-related decisions. Those shareholders 
trading between two and ten times per year are, prima facie, not as much involved in 
share decisions as those who trade above ten times. While the cut-off between 
sophistication for these two characteristics is arbitrary they indicate greater intensity 
in the behaviour of shareholders and thus provide evidence of the sophistication that is 
based on the behaviour of the individual. 
 
As shown in Table 3.3, the index for sophistication ranges from 0 to 10. The level of 
sophistication is scaled according to Table 3.4 
 
Table 3.4 Scale of Shareholder Sophistication 
Index Score Scale 
Less than or equal to 5 Low Level of Sophistication 
6,7,8, Sophisticated 
9,10 High Level of Sophistication 
 
The scale was determined on a simple basis: a score greater than five indicated 
sophisticated shareholder, and a score of above 8 was classified as highly 
sophisticated. While any scale is arbitrary, this breakdown provides an indication of  
the degree to which the behaviour and characteristics of a natural shareholder matches 
their assumed behaviour. Individuals who score five or less are considered to behave 
with low level sophistication as this score indicates that they have 50% or less of the 
assumed behaviour and characteristics that is expected of shareholders. Those scores 
of 6,7 and 8 either have greater than 50% of the characteristics or trade more than 10 
times per year or hold shares in more than 10 companies. As discussed earlier in this 
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section, these are the two significant indicators. Individuals who score 9 or 10 must 
have all characteristics as well as being relatively more diversified and active traders. 
 
3.4 Questionnaire Development: Section B-Shareholder Environment and 
Importance of Information for Share Decisions  
 
This section of the questionnaire has two parts. Questions 9, 10 and 11 seek views 
about the environment in which shareholders operate while Questions 12 to 15 
investigate the events/issues that influence share-related and accountability decisions. 
A five-point Likert scale is used to determine the level of importance of each issue: 
High (5), Moderate (4), Some (3), Little (2) and None/Not Used (1). The last level 
includes two options of none or not used. In these cases, it is assumed that the 
information is not used because it has no importance or that the shareholder is not 
aware of it. In either case, the response indicates that the information does not have 
any impact on the share-related and accountability decisions. 
 
Question 9 seeks opinions on the importance of the sources of information used by 
shareholders. Shareholders are assumed to use a range of information sources. 
Responses to this question ought to reveal whether shareholders use or rely on 
primary sources of information (annual reports or AGMs), intermediaries such as 
financial advisors or secondary sources such as the media. Responses will provide 
evidence relating to Research Questions 1(a) about shareholder homogeneity and 1(b) 
concerning the usefulness of accounting information.  
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Responses to Question 10 will be used to investigate the qualities that enable 
shareholders to have confidence in the share market. It is intended to generate 
evidence to answer Research Q1(c) on the qualities that make information reliable. 
 
Objectives of share ownership are covered in Question 11. Responses from these 
questions are intended to provide evidence on whether the objectives for holding 
shares relate to the level of sophistication, decision–making and the opinions on what 
makes information reliable. 
 
Statement of Accounting Concept 3 Qualitative Characteristics of Financial 
Information maintains that for information to be useful it must be relevant. Relevant 
information enables users to form predictions and to confirm or correct past 
evaluations (para. 5). 
 
The questions in Section B investigate the relevance of a range of information sources 
that is available to shareholders to establish the relevance of accounting information. 
The questions do not attempt to discover the specific decision model of natural 
shareholders, i.e., what predictions are made, but rather, what information, if any, is 
used for those decisions.  Shareholders that use information for their share and 
accountability decisions are making predictions about the future of their investments 
or they are confirming past decisions. Therefore, they believe that they are receiving 
relevant information. Conversely, shareholders who do not use information may 
believe that they do not receive relevant information. 
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Shareholders receive a complex array of information on which to base their decisions. 
Accounting information contained in the annual reports is only a part of this as they 
can receive information continuously and use it to make share and accountability 
decisions. Table 3.5 outlines the information categories of information and the 
specific information items included in Questions 12-15. 
 
Table 3.5 Information Classification      
Information 
Category 
Information for Share and 
Accountability Decisions 
Included in Questions 12-15 
Question Number 
Market  
 
Share Price 12(a), 13(a), 14(a), 
15(a) 
 
Accounting Profits, Assets, Liabilities 12(d),(g),(h), 
13(b),(e),(f), 
14(b),(e),(f),15(b), 
(e),(f), 
 
Hybrid 
Accounting 
Price Earnings Ratio, Dividend 
Payout Ratio, Dividend Yield 
12(b),(c),(f), 
13(c),(d), 14(c),(d), 
15(c),(d) 
 
Auditor Audit Report, Reputation of Audit 
Firm, Change in Audit Firm 
12(m),(o),(f), 
13(i),(j), 14(i),(j), 
15(i),(j) 
 
Directors Departure of 
Managing/Independent Director, 
Reputation of Directors, 
Remuneration 
 
12(i),(j) 13(g),(h), 
14(g),(h), 15(g),(h) 
Advisors Opinions of Stock 
Brokers/Financial Advisor 
12(p), 13(l),14(l), 
15(l) 
 
Financial Media Opinions of Financial Media, Press 
Release 
12(o),(q), 13(k), 
14(k),15(k) 
     
Each information category is used in questions about selling shares (Q.12), buying 
shares (Q.13), keeping shares (Q.14) and voting in elections of directors (Q.15). 
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These questions are intended to generate data bearing on Research Questions 1(b) and 
1(c) that natural shareholders use and rely on accounting information. It is both 
plausible and probable that shareholders use some or all of the information categories 
to make decisions. The purpose of these questions is to discover the relative use of 
this information. It is assumed that financial reporting provides information that is 
useful to users and is adequate to meet the needs of all users including natural 
shareholders. As discussed in Chapter 2, prior research has concentrated on the use of 
information contained in annual reports whereas this research seeks evidence on the 
use and reliability of information regardless of its type or source.  
 
The market category in Table 3.5 refers to changes in the share price. Shareholders 
are assumed to use the share price in their evaluation of present and future cash flows 
that are represented by the market price (Kenley & Staubus 1972; Barton 1982). Also, 
it is used to confirm whether objectives are being achieved or other investments are 
more worthwhile. However, if natural shareholders use the changes in share price as 
the main basis of their decisions, then the assumptions in the conceptual framework 
are inaccurate. 
 
Accounting information includes all information directly generated in the preparation 
of the profit and loss statement and balance sheet. While this information eventually is 
presented in the annual reports, it is conveyed to shareholders by a variety of sources 
other than the annual report. The Corporations Law (s1001A) enforces ASX Listing 
rule 3A(1) which requires that companies listed on the ASX must continuously 
disclose any information ‘concerning the company which a reasonable person would 
expect to have a material effect on the price or value of the securities’. During the 
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financial year this information is disclosed by press releases to the market or briefings 
to brokers and analysts. Also, Accounting Standard AASB 1029 Half Year Accounts 
and Consolidated Accounts requires disclosing entities, including listed companies, to 
prepare half-yearly accounts. Although companies are not required to send copies to 
shareholders, such information is available by media release and is useful as it can be 
relatively timely.  
 
The classification of Hybrid Accounting is used to describe information that is based 
on an item of accounting information and combined with another factor. The use of 
this information indicates that natural shareholders are using and relying on 
performance indicators that are based on accounting information. Ratios such as 
price-earnings and dividend yield may be used to estimate the cash flows attaching to 
shares rather than more complex finance models. 
 
Audit information includes both the auditors’ report and the audit firm’s reputation. 
Use of this information indicates that the information contained within the report as 
well as the reputation of the audit firm is useful for decision-making. The audit report 
could also be classified as accounting information but its role is separately considered 
in Question 10. 
 
Similarly, Director information includes both the Directors’ Statement and 
information about the directors. Use of this information indicates that the information 
contained within the statement as well as the reputation of directors is useful for 
decision-making.  The use of the Directors’ Statement is also separately considered in 
Question 10. 
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The use of information regarding financial media and advisors provides evidence of 
the source and reliability of intermediaries used by natural shareholders. A relatively 
high usage would imply accounting information provided is not adequate for share 
and accountability decisions. 
 
3.4.1 Analysis of Section B Questions  
It is intended to group the answers from the questions to provide a composite score of 
the views of shareholders. Answers to questions will be coded as follows: 
 
High    5 
Moderate   4 
Some    3 
Little    2 
None or Not Used  1 
 
For example, to test the level of importance of accounting information as outlined in 
Table 3.5, the answers from the twelve questions that include this response will be 
added to calculate proportions and descriptive statistics such as the mean scores. This 
will enable the use of statistical tests such as difference of means tests and the 
application of standardisation and Guttman Scaling. A detailed discussion of the 
effect of this scaling technique is provided in section 5.6. 
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3.5 Questionnaire Development: Section C-Qualities That Provide Reliability To 
Accounting Information 
 
The purpose of Section C is to investigate the reliability of the information described 
in Section B. The responses in this section provide evidence to answer Research 
Questions 1(c) which covers the qualities that make information reliable; and 1(d) 
which questions whether the reliance on accounting information depends on share 
sophistication. The responses also provide evidence to answer Research Question 2 
regarding the affect of impaired auditor independence on the reliability of accounting 
information.  
 
Four instances where reliability, i.e., the perceived independence of auditors and 
directors, is assumed to be impaired are provided in the questionnaire. Reliability is 
defined according to SAC 3, which emphasises that the information is free from bias 
and is a faithful representation of the events. The audit process, use of accounting 
standards, compliance with the Corporations Law and opinions of the auditors and 
directors are assumed to add reliability to accounting information. 
 
A Likert scale is again used. The strength of agreement with the statements provided 
is in a five-point scale of Strongly Agree, Agree, No Opinion, Disagree and Strongly 
Disagree. The scale will enable shareholders to provide their views on the reliability 
of information and the effect of impaired independence. 
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3.5.1 Testing the level of reliability of Section B Information Categories 
Examples of each information category are selected and the question seeks 
information about which qualities make it reliable. Table 3.6 provides a summary. 
Table 3.6 List of information used in Section C to test Reliability. 
Question No Information Category Example used in Question 
16 Accounting profits 
17 Hybrid Accounting dividend yield/dividend payout ratios 
18 Accounting assets/liabilities 
19 Directors reputation of directors 
20 Audit Auditors’ Report 
21 Advisors stockbroker/financial advisor 
22 Financial Press opinions of commentators 
 
SAC 3 states that for information to be useful it must be reliable. Reliability is the 
quality that exists when the information is represented faithfully and without undue 
bias (para. 13). Prior to the publication of the financial statements, a range of quality 
controls governs the preparation of accounting information. The most significant 
controls and influences on the reliability of financial accounts occur when : 
(i) it is prepared using approved accounting standards; 
(ii) it is endorsed by the directors and auditors; 
(iii) the directors and auditors have complied with the corporations law; 
(iv) the directors have a reputation for honesty and integrity(corporate 
governance); and 
(v) the auditors are independent experts. 
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These qualities are based on the regulatory environment in Australia. As discussed in 
Chapter 2, these qualities are stated or implied in the legislation, stock exchange 
listing rules, statements of concepts, accounting standards or professional practice 
statements. 
 
Reliable information is not confined to auditors and directors. The qualities of 
independence, competence and reputation affect the reliability of advice from 
financial advisors/stockbrokers and opinions of financial commentators in the media.  
Table 3.7 outlines the qualities that provide reliability; their category and the survey 
questions, which relate to these categories. 
Table 3.7.Reliability Categories and Characteristics included in Section C 
Questions 
Reliability Quality Category Reliability Characteristics 
Used in Questionnaire 
Question Nos 
Accounting Regulation Use of approved accounting 
standards 
16(c),17(d), 18(c), 
20(a), 21(d), 22(c) 
   
Regulatory System Compliance with the 
Corporations Law 
12(k), 16(d), 
17(a), 18(d), 20(c) 
   
Independent Audit Audit opinion of true and fair 16(a),17(c), 18(a), 
   
Directors Director opinion of true and 
fair 
16(b), 17(b), 
18(b), 
Reputation of Directors Honesty & Integrity, increasing 
profits, increasing share price 
 
19(a), (b), (c) 
   
Independence of Information- 
Provider 
 
Independent from the company 
 
20(b), 21(b), 22(a) 
   
Reputation of Financial 
Advisors/Commentators in 
financial press 
Reputation for honesty and 
integrity, competence and 
integrity 
 
21(a), 21(e), 22(b) 
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3.5 2 Factors Affecting the Reliability of Accounting Information 
Questions 23-26 investigate the effect on decision-making of natural shareholders 
when the independence of the auditors and directors could be deemed to be impaired. 
Perceived independence of auditors is considered equally important as actual 
independence. The profession accepts that if users of financial statements believe that 
an auditor is not independent then independence has been impaired. However, as 
independence is a state of mind of the auditor rather than a tangible event it is difficult 
to prove impaired independence. Over the past 25 years a range of activities has given 
rise to the suggestion of impaired independence, for example, low-balling, fee 
dependence and significant consultancy fees received from the audit client. 
Accounting and auditing pronouncements prohibit fee-dependence, substantial 
financial interests in audit client and limit the extent of consulting services. All fees 
paid to an audit firm must be disclosed, (AASB 1034 para.5.3) which include fees for 
non-audit services. These limitations and disclosure requirements have been derived 
from research based on institutional investors and the professional bodies. Research 
Question 2 involves testing the assumptions that natural shareholders: 
 
(i) have the same beliefs about the importance of auditor independence; 
(ii) believe that auditor independence is not impaired when audit firms provide 
substantial consultancy services to an audit client;  
(iii) believe that long-term audit contracts do not impair auditor independence; and 
(iv) believe that share ownership by auditors in their audit client does impair 
auditor independence 
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Question 23 investigates the effects of an audit firm receiving substantial consultancy 
fees as well as the audit fee. While this is permissible under professional guidelines, 
AUP 32 Audit Independence does not prohibit consultancy fees, it is assumed to 
provide prima facie evidence of a conflict of interest and, therefore, a perception that 
the independence of the auditor has been compromised. Similarly, Question 25 
provides an example of an auditor who has been responsible for auditing a company 
for seven years. Again, this is permissible under professional guidelines but it is 
assumed that shareholders could perceive the auditor's independence has been 
impaired. 
 
Question 24 considers the conflict of interest that occurs when an auditor holds shares 
in the audit client. While auditors cannot hold substantial interests in their clients as 
this is specifically prohibited under s 708 of The Corporations Law 1988, (Cwlth), it 
has been included to judge whether natural shareholders are concerned or affected by 
these issues. 
 
Question 26 gives the example of directors who are also directors of a company that is 
a major supplier to the company in which the individual holds shares. Accounting 
standard AASB 1017, Related Party Transactions, require the disclosure of such 
transactions to overcome the perception of a conflict of interest by members of the 
Board. This question enables a comparison of views of natural shareholders 
concerning independence of directors with auditors and, also, assists in gauging the 
level of shareholder interest in perceived independence. 
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3.6 Effects on Share and Accountability Decisions 
Each of the four questions in Section C of the questionnaire, Qs 23-26, requests the 
shareholder to state the effect of the impaired independence. Four actions are 
suggested: 
 
1. Sell the shares; 
2. Complain to the Board of Directors; 
3. Do not rely on accounting information; and 
4. Do not rely on Directors' Statements. 
 
Likert scaling is used to determine the strength of shareholder responses. The five-
point scale ranges from Strongly Agree, Agree, No Opinion, Disagree and Strongly 
Disagree.  
3.6.1 Analysis of Section C 
Analysis of responses will group the answers from the questions to provide a 
composite score of the views of shareholders. Answers to questions will be coded as 
follows: 
 
Strongly Agree 5 
Agree   4 
No Opinion  3 
Disagree  2 
Strongly Disagree 1 
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The analytical tests described in S. 3.5.3 will be used. For example, to test the 
reliability of accounting regulation as outlined in Table 3.6, the answers from the six 
questions that include this response will be added and the mean score derived to 
provide evidence relating to Research Question 2 and to enable comparison with the 
other categories. 
 
3.7 Questionnaire Development: Section D- Shareholder Demographics 
This section covers the demographics of the shareholders with  particular reference to 
level of education (Q29) and whether the shareholder has any formal training or work 
experience in accounting, finance, the stock market, etc. (Q30). Answers to these 
questions may provide evidence of the reasons for differences in the behaviour of 
natural shareholders. 
 
3.8 Survey Methodology and Administration 
In this section the rationale and application of the survey is discussed. 
3.8.1 Use of Surveys and Postal Questionnaires 
As stated in section 3.3, a survey was chosen as it is considered the most effective 
method of research for a large population. There is a number of criticisms of surveys 
which de Vaus (1995, pp.7-9) classifies as philosophical, technique-based and 
political. The philosophical criticism is based on the assertion that surveys cannot 
adequately identify causal relationships, responses can be taken out of context, 
surveys are empiricist and some things are not measurable. Technique-based 
criticisms include the inappropriate use of statistics while the political aspect involves 
the motives of the researcher. Proponents of survey research such as Babbie (1990), 
 105 
de Vaus (1995), and Roberts (1999) have established a strong justification for the 
survey method based on a strict adherence to proper design and administration. 
Roberts in her article: In defence of the survey method: An illustration from a study of 
user information satisfaction (1999) provides a framework based on the work of 
Andrews (1984) to overcome many of the shortcomings of questionnaires. This 
framework has been used in the preparation of this questionnaire. All research 
methodologies, including surveys, have limitations. These limitations are recognised 
and are incorporated into the analysis and interpretation of the findings. 
 
3.8.2 Pilot Testing 
The questionnaire was pre-tested to check the question design, clarity of instructions 
and the time taken to complete. According to Zigmund (1987, p.257) two pre-test 
procedures can be used: screening the questionnaire with other research professionals; 
and to have a trial run. First, the questionnaire was presented to fellow researchers at a 
formal PhD Symposium at RMIT University from which suggestions were used to 
change the format of questions. The revised questionnaire was then given to five staff 
members, not including the two supervisors of the PhD, of the RMIT School of 
Accounting and Law who commented on the time taken, design and clarity. The 
second procedure involved administering the questionnaire to five shareholders who 
were clients of a financial advisor and met the definition of a natural shareholder. The 
five questionnaires were fully completed by the respondents and no further changes 
were made. 
 
The covering letter and questionnaire was submitted to the University's Ethics 
Committee for approval. This procedure aims to protect the rights of individuals that 
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are asked to participate in research projects. Approval was granted before the survey 
was administered. 
 
3.8.3 Sample Design 
When determining the sample size for estimation of proportions, the accepted 
statistical theory requires consideration of two factors: the degree of accuracy 
required; and the extent to which there is variance within the population (de Vaus, 
1995, p.70). In this research, the variance in the population is not known and is being 
investigated. Therefore, the sample size must allow for the greatest possible variance. 
In this case, it must allow for 50% of the population to answer differently from the 
other 50%. This requires a slightly higher sample than populations with variances of 
20% to 80%. The confidence interval level of 95% was deemed appropriate. 
Responses from 400 shareholders is deemed appropriate as calculated by Zikmund, 
(1984, p.478) and de Vaus (1995, p.72) after allowing for the stated parameters. 
 
To achieve a sample of 400, it was estimated that approximately 1600 questionnaires 
should be mailed on the assumption of a 25% response rate. The response rate was 
calculated by reference to similar Australian studies such as Anderson & Eptsein,1995 
(18% response), Courtis,1982 (42%), and international studies: Epstein & Pava ,1991 
(11%) and Lee & Tweedie ,1977 (15.7%). The 25% is deemed adequate to enable the 
sample of 400 to be reached. 
 
Public companies keep a register of information about their shareholders. Names and 
addresses of shareholders are publicly available through the register. These databases 
can be used to select the individual shareholders for the postal survey. Prior to 
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determining the sample size, it was necessary to ascertain which company register 
should be used. 
 
It is estimated that the number of individuals directly owning shares in Australia has 
increased from 15.5% of the adult population in 1991 to over 25% in 1997 and 41% in 
November 1999. This is approximately 5.7 million adults (ASX Shareownership 
Surveys 1994, 1997, 2000). The increased number is due to a range of factors 
occurring in the 1990s that include:  
• privatisation of a number of government enterprises such as Commonwealth 
Bank, Qantas Airlines and Telecom; 
• demutualisation of large insurance companies such as National Mutual; and 
• increase in employee-share schemes, for example, Tabcorp and Telstra introduced 
such schemes as part of their privatisation arrangements. 
 
To test the research questions it was necessary to identify companies in which it can 
be assumed that the shareholders use accounting information. Therefore, the sample 
should include shareholders who are assumed to rely on accounting information to 
make share and accountability decisions. Shareholders who acquired shares through 
their holding of insurance policies that entitled them to convert to shares after 
demutualisation would not be included. Those who hold only shares that are part of an 
employee-share scheme would also be excluded. 
 
The increased numbers of shareholders recorded in the nineties may indicate the 
creation of two classes: those who acquired shares as the result of the increased 
number of floats, privatisation, etc and those who acquired shares as part of an 
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existing investment strategy. Members of each class may have characteristics and 
behaviour patterns that are different from the assumption in the conceptual 
framework. The sample should include companies that have shareholders who could 
be members of one or both groups. 
 
From the above rationale, a list of attributes of companies was compiled to ensure that 
the appropriate shareholders were included in the survey. 
 
1. Stable Companies/Blue chip shares. Shareholders would make decisions based on 
information other than share price, i.e., the share decision was for a long-term 
when a range of information would be used rather than for short-term, speculative, 
reasons based on movements in share price. 
 
2. Relatively large number of shareholders. This should enable the selection of the 
sample that does not exclude any class of natural shareholder. 
 
3. Raised capital through prospectus. This includes the first-time shareholders who 
bought shares as the result of privatisation. 
 
4. Not confined to companies that did not raise capital through Initial Purchase Offer 
(IPO) in the 1990s This includes the shareholder group who purchased shares on 
market (traditional shareholders). 
 
5. Ethically and socially acceptable.  This would enable all classes of shareholders to 
be selected in the sample. It would include those who have aversions to investing 
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in companies whose operations are deemed to be unethical or socially 
unacceptable such as gambling or alcohol as listed by Rockness and Williams 
(1988). 
 
One company would not match all these characteristics. To ensure that all possible 
classes of shareholders were included in the sample, four companies were selected 
rather than one. They are: Newcrest Mining Ltd (NCM); Commonwealth Bank of 
Australia (CBA); Fosters Brewing Group (FBG); and Woolworths Ltd (WOW). Table 
3.6 outlines the companies and their characteristics. 
Table 3.8 Characteristics of Companies included in Sample 
Company Stable* Shareholder 
Nos** 
IPO in 
1990s 
Ethical Concerns 
NCM Yes 35,000 No Unlikely. 
CBA Yes 400,000 Yes Possible-privatised 
government bank 
WOW Yes 280,000 Yes No 
FBG Yes 115,000 No Yes-alcohol industry 
* According to position in top 100 companies in 'The Australian' November 1999 
** Estimates supplied by Perpetual Registrars Ltd at September 1999 
 
Perpetual Registrars Ltd maintain the share registers of these companies. Their 
executives agreed to assist in the provision of a random list of natural shareholders if 
the companies agreed. The four companies were sent a written request. Newcrest 
Mining Ltd (Newcrest) and Fosters Brewing Group (Fosters) agreed and the random 
list of names and addresses of natural shareholders were supplied by their registry 
office in Melbourne. The supplied list contained 500 names but some of the names 
were companies that used family names for their private companies. To ensure that 
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only natural shareholders were selected, these were eliminated from the list. The final 
list included 394 Fosters Ltd shareholders and 420 Newcrest shareholders. 
 
Woolworths Ltd (Woolworths) and Commonwealth Bank of Australia 
(Commonwealth Bank) refused permission. The names and addresses of shareholders 
were obtained through accessing the share registers at the Melbourne office of 
Perpetual Registrars Ltd. As the research design required a random sample, the 
random number generator of the Excel spreadsheet was used to provide 400 random 
numbers between 1 and 400,000 for Commonwealth Bank and 400 random numbers 
between 1 and 280,000 for Woolworths. These numbers were matched against the 
names of shareholders on the registers. The registers are maintained on a computer 
database which provides 27 names per screen and can only be moved forward one 
screen at a time. Therefore, the actual number of shareholders was not available and 
for Woolworths, it was necessary to take 421 names to ensure a random sample and 
405 for Commonwealth Bank.  Table 3.7 summarises the numbers and indicates the 
location of the shareholders. The questionnaires were coloured-coded to enable 
analysis by company. 
 
Table 3.9 Geographical Location of Shareholders in Sample 
Company Colour NT QLD WA VIC NSW TAS SA ACT Total 
           
Fosters Pink 4 49 28 147 112 4 40 10 394 
Newcrest Yellow 11 41 34 101 182 0 40 11 420 
Woolworths Green 3 53 38 136 136 17 35 3 421 
CBA Blue 6 71 18 145 130 6 23 6 405 
Total by State  24 214 118 529 560 27 138 30 1640 
Percentage of state to total mail out  1% 13% 7% 32% 34% 2% 8% 2% 100% 
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3.9 Summary of Analytical Methods 
For Research Question 1(a), an index and scale will be derived to classify the 
sophistication of shareholders. This index and Guttman scaling is used for Research 
Questions 1(c), 1 (e) and 2 (b). The Guttman technique for unidimensional scaling is 
explained in Chapter 5 when used for analysis. 
 
For Research Questions 1(b), 1(d) and 2 (a), a series of calculations and statistical 
tests will be used. These include: means, standard deviations, proportions, tests of 
proportions, difference of means, chi- squared, standardisation of means. All of these 
tests are consistent with accepted theory for survey analysis, as outlined by writers 
such as Babbie (1990) and De Vaus (1995). 
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Chapter Four 
 
Shareholder Sophistication and Demographics 
 
4.1 Introduction 
This chapter consists of reports on the level of share sophistication and the 
demographics of natural shareholders which relate to Research Question 1(a): Are 
natural shareholders a homogeneous group as assumed by the conceptual 
framework? 
 
The Shareholder Sophistication Index (SSI) developed in Chapter 3 is used to scale 
shareholders according to their level of share sophistication. This index is based on 
the stated behaviour of shareholders, i.e., how often they trade shares, how many 
companies do they hold shares, etc. The SSI is used to answer Research Question 
1(c). 
 
Demographics are classified into two categories: (1) Shareholder Environment; and 
(2) Shareholder Characteristics. While share sophistication is based on the behaviour 
of shareholders there are other significant factors which also relate to way 
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shareholders behave. The environment in which they make their decisions and their 
individual characteristics are important factors in share decisions. This information 
provides evidence on shareholder homogeneity apart from shareholder sophistication. 
 
4.2 Shareholder Sophistication 
The Shareholder Sophistication Index provides a scale based on the behaviour of 
shareholders according to the conceptual framework. The objectives of financial 
reporting are predicated on the assumption that all users behave the same way, i.e., 
hold a diversified portfolio of shares and other investments, trade and can make share 
decisions based on accounting information. The index is designed to provide a clearer 
view of the level of share sophistication of natural shareholders and to test the 
assumption that shareholders form a homogenous group.  
 
The SSI is based on the standard-setters' view of the behaviour of shareholders. 
If the assumptions in the conceptual framework are accurate, then the SSI will provide 
a score of 8 or above. Shareholders who score 8 must either have all of the 8 
characteristics listed or must have scored two on the weighted items in the scale, i.e., 
number of companies in which they hold shares and number of trades. The null 
hypothesis to be tested is that the SSI for all shareholders is below the level 8. The 
null hypothesis can be expressed as natural shareholders do not behave in accordance 
with the assumptions in the conceptual framework. 
 
Alternatively, if the population of shareholders is homogeneous, then the SSI should 
be the same for all shareholders. The hypothesis to be tested is that the SSI is the same 
for more than 50 % of all shareholders. 
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The results of the SSI classification of all shareholders are presented in Table 4.1.  
Table 4.1 Frequency Count Shareholder Sophistication 
SSI 
Score 
No % Level of  Share Sophistication 
1 1 0.16 Low Sophistication 
2 18 2.93 Low Sophistication 
3 33 5.37 Low Sophistication 
4 56 9.11 Low Sophistication 
5 78 12.68 Low Sophistication 
6 103 16.75 Sophisticated 
7 123 20.00 Sophisticated 
8 124 20.16 Sophisticated 
9 67 10.89 High Sophistication 
10 12 1.95 High Sophistication 
Total 615 100.0  
 
This Table shows all ten SSI scores, the number and percentage of shareholders who 
achieved that score, and their classification according to share sophistication. This 
information is summarised according to the levels of share sophistication, which is 
reported in Table 4.2. 
 
Table 4.2 Summary Statistics of Share Classification 
SSI 
Score 
No % Level of Share Sophistication 
1-5 176 30.25 Low Sophistication 
6-8 350 56.91 Sophisticated 
9-10 79 12.84 High Sophistication 
Total 615 100.00  
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In Table 4.2, the number of shareholders with a score above 8, High Sophistication, is 
79, which represents 12.9% of the respondents. This is clearly a minority. The 
hypothesis that shareholders' behaviour is consistent with the assumption by the 
standard-setters can be rejected. 
 
The SSI classification also provides evidence that the behaviour of natural 
shareholders is not homogeneous. In Table 4.2, there are 30.25% of shareholders 
whose share behaviour represents a low level of sophistication. Examples of the 
behaviour that placed them in the low level category include: (1) the fact that in the 12 
months prior to the survey, 68.3% did not trade shares; (2) none of them had traded 
more than 10 times in the last year; and (3) only 29.6% had voted in the election of 
directors. 
 
There is a significant group of shareholders (56.91%) that scored between 6 and 8 
inclusive as reported in Table 4.2. They are classified as sophisticated. This group 
displays a level of sophistication close to those with a high level of sophistication. 
However, as a group, these shareholders do not have all the characteristics that have 
been assumed in the conceptual framework and are not classified as highly 
sophisticated. 
 
The results strongly suggest that the majority of natural shareholders behave 
differently from what is assumed by the standard-setters. This evidence suggests that 
the assumptions that form the basis of the conceptual framework are flawed and that 
the needs of natural shareholders are not met. On this basis, the null hypothesis cannot 
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be accepted as there is a significant number of shareholders who are ranked below 8 
on the SSI index. 
 
4.3 Shareholder Environment 
In this section an investigation of the environment in which shareholders make their 
decisions is reported. Shareholder environment is defined as the background, or 
surroundings, which may affect the decision-making of shareholders. The 
environment includes sources of information, confidence in the regulatory system and 
objectives for investing in shares. The SSI provides a useful insight into the behaviour 
of shareholders in their decision-making and an analysis of their environment may 
explain this. For example, those shareholders that believe that the regulatory system 
provides them with confidence in the market may not trade or hold diversified 
investments as a result of this confidence. This may explain their low-level SSI 
classification. Similarly, those shareholders who rely on newsletters and advice from 
advisors may trade more often and be likely to have a high level of share 
sophistication. The objectives of share investment could also explain the level of share 
sophistication.  
 
Questions 9-11 on the survey asked shareholders their views on the importance of 
sources of information, obligations of companies and auditors in providing confidence 
in the market and objectives in their decision-making. The descriptive statistics are 
reported in Tables 4.3,4.4, 4.5. Each table provides the mean and standard deviation 
for the three sophistication groups and for the entire shareholder group. Each aspect of 
the shareholder environment is considered important if it is has a mean score of 3 or 
above.  
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Tables 4.5, 4.6 & 4.7 report the results of the Mann-Whitney test for significant 
differences between the means of each group. This statistical test is used to determine 
whether the differences in the mean scores of each group are due to differences in the 
views of shareholders rather than due to a chance result. Three tests are conducted for 
each environmental factor: High Sophistication and Low Sophistication (HS/LS), 
High Sophistication and Sophistication (HS/S) and Sophistication and Low 
Sophistication (S/LS). In each table, if one of the SSI groups ranked the factor 
statistically higher, it is identified. Otherwise, if there is no statistical difference it is 
reported as ‘same’. Results for these tests may be used to provide evidence that the 
difference in the mean scores of the environmental factors amongst the three groups is 
not due to chance.  
 
4.3.1 Sources of Information 
Shareholders have a wide range of information sources on which to base their share 
decisions.  Six information sources were listed as well as an option for the 
respondents to identify any other information source. The descriptive statistics are 
provided in Table 4.3 and Table 4.4 reports on the significance tests. 
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Table 4.3 Descriptive Statistics for Sources of Information 
Sources of Information Low Sop Sop High Sop All 
 Mean SD Mean SD Mean SD Mean SD 
Newsletters, report from stockbr/ financial advisor 3.41 1.49 3.93 1.18 4.10 1.03 3.80 1.29
Financial Media 3.45 1.23 3.63 1.09 3.57 1.24 3.57 1.16
Annual General Meetings 1.78 1.19 1.88 1.08 2.23 1.13 1.89 1.13
Annual Financial Reports  2.62 1.37 2.59 1.28 3.06 1.18 2.66 1.30
Friends and Family  2.52 1.30 2.12 1.19 2.00 1.04 2.23 1.22
Internet services  1.68 1.10 1.70 1.23 2.00 1.37 1.73 1.21
Other sources  1.27 0.96 1.35 1.07 1.53 1.29 1.35 1.07
 
 
The results in Table 4.3 indicate that for all shareholders, newsletters from 
brokers/advisors (3.80) and financial media (3.57) are the most important sources of 
information.   
 
It appears that shareholders rely on two sources of information and HS shareholders 
(3.06) are the only group that use the annual reports.  
Table 4.4 Sources of Information Mann-Whitney Test for Differences of Means 
between Groups 
Sources of Information HS/LS S/LS HS/S 
Newsletters, report from stockbr/ fin. advisor  
Financial Media 
Annual General Meetings 
Annual Financial Reports 
Friends and Family 
Internet Services 
Other Sources 
 
HS** 
Same 
HS** 
HS** 
LS** 
Same 
Same 
S** 
Same 
Same 
Same 
LS* 
Same 
Same 
Same 
Same 
HS** 
HS** 
Same 
Same 
Same 
** Significant at 0.00 level   * Significant at the 0.05 level 
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Table 4.4 provides evidence on the difference between the ranking of information 
sources between groups. Regarding the information sources that were ranked 
important by all SSI groups, both HS and LS shareholders ranked newsletters, etc., 
statistically higher than LS.  There is no difference in the ranking of financial media. 
HS shareholders are the only SSI group that ranked annual reports as important and 
this is confirmed in the results of the statistical test. 
 
While none of the SSI groups ranked annual general meetings as important, HS 
ranked them higher than the other two groups as an important source of information. 
LS ranked friends and family higher than both HS and LS and ranked the importance 
of Internet sources higher than HS. 
4.3.2 Confidence in the Regulatory System 
Shareholders were asked to rank the importance of six factors that could give rise to 
confidence in the regulatory system. The results are presented in Table 4.5. 
 
Table 4.5 Mean Scores for Confidence in the Regulatory System 
Obligations that provide confidence in the 
market 
Low Sop Sop High Sop All 
 Mean SD Mean SD Mean SD Mean SD 
Providing an external audit  3.93 1.28 4.06 1.22 4.18 1.20 4.04 1.24
Directors statement of true and fair 3.55 1.33 3.56 1.26 3.89 1.27 3.60 1.29
Lodgement with ASIC  3.74 1.32 3.85 1.31 3.96 1.20 3.83 1.30
Maintaining audit independence  3.99 1.25 4.16 1.21 4.37 1.15 4.14 1.22
Having an AGM  3.55 1.29 3.80 1.24 4.10 1.14 3.76 1.25
Complying with ASX  4.19 1.18 4.37 1.05 4.43 0.97 4.32 1.08
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All six factors were ranked important, i.e., a mean score above 3, by all SSI groups 
and the entire group of shareholders. Complying with the ASX was ranked the highest 
across the groups with maintaining audit independence and providing an external 
audit ranked second and third highest, respectively. 
 
This finding indicates that there is not one single factor that provides shareholders 
with confidence in the share-market. Rather, it strongly suggests that the confidence is 
the result of the implementation of a number of regulations on companies. An 
interesting finding is the relative importance of the annual general meeting. As 
discussed in 4.4.1, annual general meetings are not considered an important 
information source. Therefore, it can be concluded that shareholders believe that 
AGMs are important because they require management to report directly to an 
organised shareholder meeting.  This also suggests that an important aspect of share-
ownership is the right of shareholders to hold the directors accountable. 
 
Table 4.6 Confidence in Share Market Mann-Whitney Test for Differences of 
Means  
Obligations that provide confidence in the market HS/LS S/LS HS/LS 
    
Providing an external audit  Same Same Same 
Directors statement of true and fair HS* Same HS* 
Lodgement with ASIC  Same Same Same 
Maintaining audit independence  HS** Same Same 
Having an AGM  HS** S* HS* 
Complying with ASX  Same Same Same 
** Significant at 0.01 level   * Significant at the 0.05 level 
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Table 4.6 reports the statistical differences between the groups. While the mean scores 
in Table 4.5 indicated all factors are considered important, HS shareholders ranked 
the directors’ statement and having an AGM higher than the other two SSI groups. 
Also, S shareholders ranked AGMs higher than LS shareholders.  The only other 
difference was that HS shareholders ranked audit independence higher than LS 
shareholders. It appears that HS shareholders rely more on the opinions of directors 
than other SSI groups. 
 
4.3.3 Investment Objectives 
A list of seven possible objectives was provided for ranking of importance. The mean 
scores are provided in Table 4.7. 
Table 4.7 Descriptive Statistics for Investment Objectives 
Objectives of Shareholders Low Sop Sop High Sop All 
 Mean SD Mean SD Mean SD Mean SD 
   
Dividend Income  4.02 1.04 4.32 0.89 4.34 0.77 4.23 0.94
Profits from increases in share prices in 6-12 months 3.19 1.31 3.45 1.20 3.68 1.16 3.40 1.24
Profits from increase in share price after 12 months 3.73 1.28 3.93 1.13 4.08 1.02 3.89 1.17
Safety of Capital  4.35 1.06 4.39 0.86 4.06 1.15 4.34 0.97
Combination of dividend income and share price  4.15 1.04 4.42 0.89 4.43 0.89 4.34 0.94
Specific purpose  2.24 1.50 1.88 1.28 1.96 1.32 2.00 1.36
Other objectives 1.40 1.18 1.43 1.19 1.28 1.00 1.40 1.17
 
The mean scores for objectives indicate that shareholders rank a range of investment 
objectives as important. Each of the SSI groups and the entire shareholder group rank 
five out of the seven objectives above 3, and therefore, can be considered important to 
investment decisions. Two objectives, ‘ specific purpose’ and ‘ other objectives,’ have 
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a mean score below three and are not considered important. The combination of 
dividends and share price was ranked most important by HS (4.43) and S (4.42) 
shareholders. LS shareholders ranked safety of capital (4.35) as the most important 
objective.  
 
The least important of the five objectives is profit from share price increase within 6 
to 12 months. It can be concluded that all these shareholders are more interested in 
long-term investments rather than speculative investment in shares. 
 
The relative strength of shareholders’ objectives is presented in Table 4.8. 
Table 4.8 Objectives of Shareholders Mann-Whitney Test for Differences of 
Means  
Objectives between Shareholders HS/LS S/LS HS/S 
    
Dividend Income  
Profits from increases in share prices in 6-12 months 
Profits from increase in share price after 12 months 
Safety of Capital  
Combination of dividend income and share price  
Specific purpose  
Other objectives 
HS* 
HS** 
Same 
HS* 
HS* 
Same 
Same 
S** 
S* 
Same 
Same 
S** 
LS* 
Same 
Same 
Same 
Same 
S* 
Same 
Same 
Same 
** Significant at 0.01 level   * Significant at the 0.05 level 
A review of Table 4.8 shows that HS shareholders ranked 4 out of the five important 
objectives higher than LS shareholders. S shareholders ranked safety of capital higher 
than HS shareholders but there were no other significant differences. This provides 
evidence that HS shareholders have stronger views about their reasons for investing in 
shares than LS shareholders and does not support the assumption of shareholder 
homogeneity.  
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4.4 Shareholder Characteristics 
The characteristics considered here are those attributes which individuals possess 
regardless of their behaviour as shareholders, i.e., age, gender, level of education and 
occupation /training in the finance industry.  This information will provide additional 
information about the special characteristics of natural shareholders. 
 
Tables 4.9-4.12 show the number and percentage of the three share sophistication 
groups and the entire group for each of the characteristics. Table 4.13 reports the 
Mann Whitney test for significant differences between groups.  
The present discussion will consider each characteristic separately.  
Table 4.9 Number and Percentages for Gender  
Gender Low Sop Sop High Sop All 
 No % No % No % No % 
Male 99 53.23 235 67.14 65 82.28 399 64.88
Female 87 46.77 115 32.86 14 17.72 216 35.12
Total 186 100.00 350 100.00 79 100.00 615 100.00
 
Table 4.10 Number and Percentage for Age Group 
Age Group Low Sop Sop High Sop All 
 No % No % No % No % 
Under 30 18 9.68 8 2.29 1 1.27 27 0.04 
Between 30 and 39 24 12.90 33 9.43 4 5.06 61 0.10 
Between 40 and 49 51 27.42 67 19.14 10 12.66 128 0.21 
Between 50 and 59 54 29.03 114 32.57 38 48.10 206 0.33 
Between 60 and 70 20 10.75 58 16.57 10 12.66 88 0.14 
Over 70 19 10.22 70 20.00 16 20.25 105 0.17 
Total 186 100 350 100 79 100 615 100 
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Table 4.11 Number and Percentage for Level of Education 
Level of Education Low Sop Sop High Sop All 
 No % No % No % No % 
Less than year 12 at secondary school 61 32.80 62 17.71 13 16.46 136 22.11
Year 12 completion 30 16.13 56 16.00 9 11.39 95 15.45
Tafe Associate Diploma or above 41 22.04 74 21.14 14 17.72 129 20.98
University Degree 36 19.35 83 23.71 18 22.78 137 22.28
Post Graduate Study 18 9.68 68 19.43 21 26.58 107 17.40
PhD 0 0.00 7 2.00 4 5.06 11 1.79
Total 186 100. 350 100 79 100 615 100
 
Table 4.12 Number and Percentage for Formal Training in Accounting or 
Finance 
Training in 
Finance 
Low Sop Sop High Sop All 
 No % No % No % No % 
No 137 73.66 228 65.14 35 44.30 400 65
Yes 49 26.34 122 34.86 44 55.70 215 35
Total 186 100 350 100 79 100 615 100
 
Table 4.13 Results of Chi-Squared Tests for Differences in Shareholder 
Characteristics. 
Characteristics HS/LS HS/S S/LS 
Gender 
Age 
Level of Education 
Training in Finance/Accounting etc 
Yes** 
Yes** 
Yes** 
Yes** 
Yes** 
Yes** 
Yes** 
Yes* 
Yes** 
No 
Yes** 
Yes** 
** Significant at 0.01 level   * Significant at the 0.05 level 
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Table 4.13 provides the analysis of the Chi-squared tests for differences between the 
three SSI shareholder groups. It provides evidence that the characteristics of the three 
SSI groups are statistically different from each other. 
 
The discussion of the characteristics is included in section 4.5 which provides a 
description of shareholders based on the combination of their characteristics and 
environment. 
 
4.5 Demographics of Natural Shareholders in Australia 
Previous discussion in this chapter has involved a review of each of the demographics 
separately. These demographics are now combined to form a composite picture of the 
entire shareholder group and of the three SSI groups. 
 
4.5.1 Characteristics 
Natural shareholders are predominantly male (65%), over 50 years old (59%) and do 
not have formal training in accounting and finance (35%). The educational levels are 
relatively evenly spread from below Year 12 (22%) to completion of a university 
degree (17%). Chi-squared tests in Table 4.13 indicate that these differences are 
significant. 
 
4.5.2 Environment 
The two most important sources of information are newsletters from advisors/brokers 
(3.80) and the financial media (3.57). No other source, including accounting reports, 
was rated above ‘some use’ by natural shareholders. All rankings are significantly 
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different from each other at the .01 probability level except for use of annual reports 
and Internet services. 
 
While the relatively low ranking of accounting reports does not mean that natural 
shareholders are not using accounting information, it appears that they are not relying 
on this primary evidence to make decisions.  Conversely, the high rating of 
newsletters and financial media suggests that shareholders prefer secondary 
information sources that contain an opinion or some analysis of the primary data. 
When considering the importance of the regulatory environment, natural shareholders 
rated all the obligations on companies and auditors as important. All rankings are 
significantly different from each other at the .001 probability level except for 
lodgement with the ASIC and having an AGM. Complying with the ASX (4.32) is the 
most important factor with audit independence (4.14) ranked second and an external 
audit (4.04) third. These results provide strong evidence that natural shareholders do 
believe that the regulatory requirements on companies and auditors do enable them to 
have confidence in the market. This confidence may explain the reason that only two 
sources of information are rated important in decision-making. That is, they do not 
have to continue to confirm their decisions by seeking further corroborating evidence 
or seriously checking the primary evidence. 
 
The two main objectives of natural shareholders are the safety of capital and the 
combination of dividend income/share price gains. Both were ranked highly with a 
mean of 4.34 and there is no significant difference between the ranks. Dividends were 
also ranked important with a mean of 4.23 with profits from increase in share price 
also important at 3.40.  A 'specific purpose' was ranked not important with a mean of 
 127 
2.00. Apart from safety of capital/combination of share price and dividends, all others 
were significantly different at the 0.01% except for dividend income/safety of capital 
which is significant at 0.05%. Other evidence of confidence in the regulatory system 
can be construed from the large number of natural shareholders, estimated at over 5.7 
million by ASX in its 1999 study, that have invested in shares. It can be assumed that 
natural shareholders invest in the market because they have confidence in the 
regulatory system to protect their investment and meet their objective of safety of 
capital and, implicitly, believe that they can earn profits from both income (dividend) 
and capital gain (share price). 
 
4.6 Demographics of SSI Groups 
The demographics of the three SSI shareholder groups are now described. This 
description provides evidence on the lack of homogeneity of the shareholder 
population. 
 
4.6.1 Shareholders with High Level Sophistication (HS) 
HS shareholders have the same or similar behaviour that is assumed in the conceptual 
framework. This group is predominantly male (83%), over 50 years old (81%), has a 
university degree (54%) and has formal training in accounting and finance (56%). 
 
The main source of information is the newsletters from stockbrokers or advisors 
(4.10) while the financial media (3.57) and annual financial report (3.06) are rated as 
having some importance. Chi-squared tests indicate these differences are significant at 
the 0.05 level. 
 128 
 
All the obligations on companies and auditors listed in the survey were rated 
important in providing confidence in the share market.  The highest ranking was 
attributed to the rules of the ASX (4.43), maintaining audit independence (4.37), the 
provision of an external audit (4.18) and having an AGM (4.10). These differences are 
not significant at the 5% level and HS shareholders can be assumed to rank these 
regulatory requirements equally. 
 
The main objectives in share investment were the combination of dividend and 
increased share price (4.43), the dividend (4.34). Profits from share price increase 
(4.08) and safety of capital (4.06) were also ranked highly. Chi squared tests indicate 
these differences are significant at the 5% level. 
 
4.6.2 Shareholders with Share Sophistication (S) 
S shareholders display some of the behaviour patterns assumed in the conceptual 
framework and their characteristics and environment are discussed below. 
 
This group is predominantly male (67%), over 50 years old (69%) and 47% have a 
university degree but only 35% have formal training in accounting and finance. 
 
Newsletters (3.93) and financial media (3.63) are ranked the most important sources 
of information with all others ranked below 3. 
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All the obligations on companies and auditors listed in the survey were rated 
important in providing confidence in the share market. The highest ranking was 
attributed to the rules of the ASX (4.37), maintaining audit independence (4.16), and 
the provision of an external audit (4.06). 
 
The main objectives were the combination of dividend and increased share price 
(4.42) with safety of capital (4.39) and dividend income (4.32) also ranked important. 
 
Chi-squared tests indicate these differences are significant at the 0.05 level. 
 
4.6.3 Shareholders with Low Level of Share Sophistication (LS) 
The behaviour of LS shareholders does not meet the assumed profile in the conceptual 
frameworks. A review of their demographics is provided below. 
 
This group is nearly evenly divided with 53% male and 47% female, is generally 
between 40 years and 60 years old (56%). The level of education is not uniform, as 
33% have not completed Year 12 and 27% have a university degree. Only 26% have 
formal training in accounting and finance. 
 
The financial media (3.45) and newsletters (3.41) were the most important sources of 
information. 
 
All the obligations on companies and auditors listed in the survey were rated 
important in providing confidence in the share market. The highest ranking was 
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attributed to the rules of the ASX (3.93), maintaining audit independence (3.99), and 
the provision of an external audit (4.06). 
 
The main objectives were the safety of capital (4.35) and the combination of dividend 
and share price (4.35). 
 
Chi-squared tests indicate these differences are significant at the 0.05 level. 
 
4.7 The Homogeneity of the SSI Shareholders’ Demographics 
While the mean score of responses does provide a indication of the level of 
importance that shareholders have for the sources of information and confidence in 
the share market and objectives it cannot be assumed that the differences between the 
groups have not occurred by chance. To overcome this, the Mann-Whitney test for 
differences was applied to test the differences between the three groups. Differences 
were tested for three combinations: 
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1. High Sophistication and Low Sophistication (HS/LS) 
2. Sophistication and Low Sophistication (S/LS) 
3. High Sophistication and Sophistication (HS/S) 
 
4.7.1 High Sophistication and Low Sophistication (HS/LS) 
Apart from the use of the financial media and Internet services, there are significant 
differences between the perceived importance of sources of information. Shareholders 
with high level sophistication rated the newsletters, annual reports, and annual general 
meetings higher than shareholders with low level sophistication and rated 
friends/family as less important. 
 
HS shareholders ranked the provision of the external audit, directors’ statement, audit 
independence and having an AGM significantly higher. This provides evidence that, 
compared to LS shareholders, HS have more confidence in the regulatory 
environment. 
 
LS shareholders ranked safety of capital as more important than HS shareholders who 
ranked all other objectives relatively higher. This may be explained by the fact that 
HS shareholders are more diversified and are relatively less affected by adverse 
movements in share prices. Another possibility is that HS trade their shares and are 
more likely to sell a poor-performing stock rather than hold it. LS do not trade and 
would be more susceptible to capital losses. 
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4.7.2 Sophisticated and Low Level Sophistication (S/LS) 
While sophisticated shareholders ranked newsletters as more important source of 
information, friends and family were ranked significantly higher by LS. This suggests 
that LS do not have the experience or the confidence in newsletters of sophisticated 
shareholders. 
 
Sophisticated shareholders believe that the regulatory system of audit independence, 
having an AGM and complying with the ASX is more important than LS 
shareholders.  
 
Dividends, profits from share price increases within 12 months and a combination of 
increased share price and dividends were ranked higher by sophisticated shareholders 
while a specific purpose was ranked higher by LS shareholders. This suggests that LS 
are more likely to view their shares as a savings mechanism rather than an active 
trading strategy. 
 
4.7.3 High Sophistication and Sophisticated (HS/S) 
HS shareholders ranked annual general meetings, annual financial reports and Internet 
sources significantly higher. This may indicate that HS are more aware of the 
importance of the information that comes from a primary source, such as annual 
reports. It also suggests that HS are prepared to put more time into analysing 
information to form their own opinions. 
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The directors’ statement, audit independence and having an AGM were ranked 
significantly higher by HS shareholders. This suggests that HS are more aware of the 
importance/significance of these requirements to maintain confidence in the market. 
Safety of capital was ranked higher by HS , which supports the argument that HS 
have confidence in a market that protects their investments. 
 
4.8 Summary 
The discussion in this chapter questions the assumptions in the Conceptual 
Framework about the behaviour and characteristics of natural shareholders.  Through 
the use of the SSI index, evidence is provided that strongly suggests that natural 
shareholders are not a homogeneous group and do not behave according to the 
assumptions of the standard-setters. There is only one minority group, HS 
shareholders, whose behaviour matches the assumed profile. 
 
Evidence about the shareholder environment and characteristics indicate that there are 
also significant differences in the demographics of shareholders. These findings do 
not support the hypothesis that natural shareholders are a homogenous group, which 
answers Research Question 1(a).  
 
 
 134 
 
 
 
 
 
Chapter Five 
 
The Importance of Accounting Information in Share Decisions 
 
5.1 Introduction  
 
In the Australian Conceptual Framework relevant information ‘influences decisions 
by users about the allocation of scarce resources’ (SAC 3, para.5). It is assumed that 
accounting information possesses this quality. Accounting information is considered 
important when it influences users in their share decisions. While it is not expressly 
stated in the definition, accounting information is also intended to influence the voting 
behaviour of shareholders. This is implied by the stated quality that enables users to 
assess the accountability of directors (preparers).  
 
The discussion in this chapter examines whether the accounting information provided 
by companies satisfies the objectives of the conceptual framework by meeting the 
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information needs of natural shareholders. Also, the argument that natural 
shareholders are not a homogeneous group is expanded to include the use of 
accounting information. While the argument in Chapter 4 provided evidence about 
some aspects of shareholder homogeneity, their levels of share sophistication, 
environment and characteristics, the discussion in this chapter concerns the views of 
shareholders on the importance of accounting information for their share decisions.  
 
Data collected and analysed from the questionnaire are used to answer the following 
specific research questions: 
 
1(a) Are natural shareholders a homogeneous group as assumed in the conceptual          
framework? 
1(b) Do natural shareholders use accounting information? 
1(c) Does the perceived importance of accounting information depend on shareholder 
sophistication? 
 
The questionnaire generated a range of information that is considered to be important 
to share decisions.  The justification for this is in S.3.2. This includes accounting 
information such as: profits, level of assets, level of liabilities etc., as well as other 
information that is considered important. Share decisions are identified as four 
separate options: (1) sell shares; (2) buy shares; (3) hold shares; and (4) vote in the 
election of directors. For each of these decisions, shareholders are asked to rank the 
importance of the information listed.  The data generated are used to answer questions 
about the perceptions of natural shareholders. 
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5.2 Analytical Methods  
To test whether accounting information is relevant and provides data to answer 
Research Question 1(b) the responses to the questionnaire are used to calculate the 
following statistics. 
 
(i) The proportion of shareholders that use accounting information for each of 
the four shares decisions. This is tested against an appropriate benchmark. 
(ii) The mean score for the importance of accounting information for each of 
the four share decisions. These are tested against an appropriate 
benchmark. 
 
Evidence for Research Questions 1(a) and 1(b) is derived through the following three 
steps. 
 
(i) The proportions of shareholders that use accounting, hybrid accounting 
and audit information are divided into the three SSI shareholder groups 
and tested for significant differences between groups based on share 
sophistication. 
(ii) Mean scores for use of accounting, hybrid accounting and audit 
information are calculated for each of the three shareholder groups and a 
difference of means test is calculated. The results indicate the existence of 
any significant differences across the three groups. 
(iii) Shareholder views on the importance of accounting, hybrid accounting and 
audit information are measured to determine whether the use of accounting 
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information is common to all shareholders. The Guttman scaling technique 
will be used. (Guttman scaling is covered in sections. 5.9-5.11). 
 
For Research Question 1(a) further evidence is derived by statistical standardisation of 
the mean scores from the questions to form an index. This will be compared with the 
relative ranking of accounting information to other information. This is covered in 
section 5.12. 
 
5.3 Proportion of population that uses accounting information 
The number and proportion of shareholders that believe that accounting information is 
important provides evidence on the strength of their views. If, for example, all 
shareholders, (100%), believed that the level of profits is important in their decision 
making, then this indicates that profits are relevant to the decision-making and the 
conceptual framework has correctly identified the needs of this group. Alternatively, 
if only 5% perceive profits as important, then the information needs of shareholders 
are not being met by the profit figure.  
 
While 100% is unrealistic, an appropriate benchmark is needed to draw conclusions 
about the relevance of accounting information.  The threshold to determine whether 
any information is useful is obviously subjective. The conceptual framework does not 
provide any benchmark for accounting information; it simply states that: 
 
…the objective of general purpose financial reporting is to provide information to users that is 
useful for making and evaluating decisions about the allocation of scarce resources. (Para. 26, 
SAC 2). 
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In the absence of any stated threshold, information is considered useful if more than 
66.67% of natural shareholders would use it. While this is an arbitrary figure, it 
indicates that a significant majority of shareholders uses the information. A simple 
51% majority can be justified on the basis that if more people use than do not use 
accounting information it can be deemed useful. However, the conceptual framework 
envisages that the needs of all users should be met as it does not specify any group as 
having more rights than others (SAC 2, para. 7). For the purpose of this research it is 
accepted that the conceptual framework criterion is to meet the information needs of 
all users and, therefore, all shareholders. (See section 2.2.)  
 
To affect this test, the responses to questions on the importance of information are 
recoded. Those who answered either ' Moderately Important' or 'Highly Important' are 
coded as 1 and those who did not think it was important or only had ‘Some 
Importance’ were coded as 0. Those who ranked it as 'Some Importance' do not have a 
strong view, that indicates that they are indifferent to this information in their 
decision-making.  
 
The test of proportions is applied to the four share decisions to determine whether it is 
appropriate to infer that the results from the survey are not significantly different from 
the proportion of all natural shareholders. The results are reported in Table 5.1 and the 
level of significance is stated at the 0.01** and 0.05* probabilities. For the sell-
decision five additional examples of information factors were provided: fall in 
dividend payout ratios; press release of downturn in profits; increase in directors’ 
remuneration; announcement of an ASIC inquiry; and a need for cash. 
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For each of the share decisions the null hypothesis is that the proportion of natural 
shareholders who believe that accounting information is important is less than 
66.67% of all shareholders. 
 
Table 5.1 provides the proportions of shareholders who use the information items for 
share decisions. 
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Table 5.1 Proportion of All Shareholders' Use of Information for the All 
Decisions 
Type of Information Information Proportions 
  Sell Buy Keep Vote 
Accounting Profits 0.49** 0.83 0.87 0.49** 
Accounting Assets 0.47** 0.60** 0.60** 0.40** 
Accounting Liabilities 0.55** 0.58** 0.54** 0.45** 
Hybrid-accounting Dividend Yield 0.37** 0.77 0.79 0.46** 
Hybrid-accounting Price Earnings 0.30** 0.73 0.71 0.42** 
Hybrid-accounting Dividend Payout Ratio 0.32** Not Asked Not Asked Not Asked 
Hybrid-accounting Press Release :Profits 0.39** Not Asked Not Asked Not Asked 
Auditor Auditors Report 0.54** 0.43** 0.45** 0.44** 
Auditor Change in Audit Firm 0.15** 0.38** 0.35** 0.36** 
Advisors Financial Adv./Stock Br. 0.63 0.69 0.66 0.47** 
Directors Independent Directors 0.26** 0.41** 0.38** 0.48** 
Directors Managing Director 0.29** 0.50** 0.48** 0.52** 
Directors Increase in Remuneration 0.29** Not Asked Not Asked Not Asked 
Market Share Price 0.44** 0.86 0.85 0.49** 
Media Financial Media 0.47** 0.56** 0.53** 0.43** 
Other ASIC Inquiry 0.63 Not Asked Not Asked Not Asked 
Other Need for Cash 0.51** Not Asked Not Asked Not Asked 
Other Other 0.05** 0.06** 0.05** 0.03** 
**Significant at 0.01 level     *Significant at 0.05 level 
 
Information factors that have proportions above 66.67%, or those that are not 
significantly different from a population proportion of 66.67% are highlighted in 
Table 5.1. It can be seen that an inquiry by the statutory regulatory body, ASIC (63%) 
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and advice from advisors (63%) do not meet the threshold but are not significantly 
different from a population proportion of 66.67%.  
 
For both the buy decision and the keep decision, the same five factors: profits; 
div.yield; p/e ratio; advice from financial advisors; and share price; are considered 
important by more than two-thirds of shareholders. No factors were considered 
important by more than 66.67% for the vote decision. A more detailed discussion of 
each share-decision follows. 
5.3.1 The Sell-Decision 
For the sell decision, none of the accounting, hybrid accounting or audit information 
was ranked as important by more than 66.67% of the respondents. The two highest are 
sell advice from financial advisor (63%) and an ASIC inquiry (61%). Neither of these 
was significantly different from a proportion in the population of 66.67% and, 
therefore, the population of shareholders may find that none of this information useful 
for the sell decision. 
 
It appears that for the sell decision, natural shareholders do not find any accounting 
information useful but rely on the advice from their advisor or an indication that the 
company is not complying with its regulations. The sell decision is made when 
alternative uses of the money are valued more highly than the investment in shares. 
The need for cash was rated important by 51%. If the need for cash is not an 
overriding reason for sales of shares and only two pieces of information are important, 
then it appears shareholders do not regularly review their share portfolios with a view 
to sell and are inclined to sell shares only when advised to do so. This strongly implies 
that shareholders do not believe that the information they receive enables them to 
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make a sell decision. This decision requires advice from a trained specialist and 
cannot be gleaned from the available data.  
 
Further evidence of the lack of use of information is the low proportion (54%) of 
shareholders who use an adverse audit report. It is reasonable to assume that an 
adverse audit report would prompt shareholders to consider selling the shares. Such a 
report can be considered more serious than an ASIC inquiry as auditors have 
expressly given an opinion that there is a problem whereas an ASIC inquiry signals 
that there could be a problem. Similarly, an unexpected drop in share price is 
information that could prompt shareholders to consider selling but only 44% thought 
share price was important. 
 
The results of the test of proportions imply that accounting information including 
hybrid accounting, is not useful for the sell decision. On this basis, the null hypothesis 
cannot be rejected. 
 
However, as only 2 out of a total of 18 information items were rated important, it is 
not clear whether the shareholders are not interested in selling shares and, therefore, 
do not find the items of information important or the information in the questionnaire 
is not important and other information is relevant to their decision-making.  
 
In order to test this notion further an analysis of the opinions on accounting 
information of those shareholders who trade was undertaken One hundred and forty-
nine shareholders stated that they traded more than five times in the previous year in 
responding to Q.3 in the questionnaire. The responses are provided in Table 5.2. 
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Table 5.2 Use of Information by Shareholders who trade 
Type of Information Information Proportions 
  Number % 
Accounting Profits 91 61.1 
Accounting Assets 74 49.7** 
Accounting Liabilities 89 59.7* 
Hybrid-accounting Dividend Yield 63 42.3** 
Hybrid-accounting Price Earnings 48 32.2** 
Hybrid-accounting Dividend Payout Ratio 58 38.9** 
Hybrid-accounting Press Release :Profits 62 41.6** 
Auditors Auditors Report 90 60.4* 
Auditor Change in Audit Firm 28 18.8** 
Advisors Financial Adv./Stock Br. 101 67.8 
Directors Independent Directors 45 30.2** 
Directors Managing Director 54 36.2** 
Directors Increase in Remuneration 43 28.9** 
Market Share Price 83 55.7** 
Media Financial Media 89 59.7* 
Other ASIC Inquiry 96 64.4 
Other Need for Cash 73 49.0** 
Other Other 7 4.7** 
** Significant at the 0.01 level * Significant at the 0.05 level 
 
None of the accounting, hybrid accounting or audit information items was ranked 
important by more than 66.67% of the traders. However, the level of profits (61%) 
was just below the two- thirds threshold but not significantly different from a 
population proportion of 66.67%. On this basis it can be asserted that accounting and 
hybrid accounting information cannot be considered important by shareholders who 
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trade. Other information such as sell advice from advisor (67.8%), and an ASIC 
Inquiry (64.4%) can be considered important on that basis. For this group of share 
traders the null hypothesis cannot be rejected. 
 
The highest proportion of traders used sell advice from financial advisors. This 
suggests that this group does not perceive accounting information to be useful or that 
it requires expert interpretation. This analysis provides evidence that both groups of 
shareholders, those who trade and those who do not trade, do not believe that 
accounting information is important. This evidence questions the validity of the 
assumptions in the accounting concepts about the relevance of accounting 
information. Shareholders do not find accounting information useful for their sell-
decision whereas it is assumed that they will find it relevant. As only a minority of 
shareholders use accounting information for the sell-decision, the null hypothesis is 
accepted. 
5.3.2 The Buy and Keep Decision 
A review of the responses to the buy decision and the keep decision shows very 
similar results (see Table 5.1). Accordingly, these two decisions are treated together 
with the percentages for buy and keep provided in brackets in that order.  
 
Only one of the accounting items, profits (83%, 87%), is considered important by 
more than two-thirds of shareholders. Other accounting information items such as the 
level of liabilities (58%, 54%) and assets (60%, 60%) are ranked important by more 
than 50% but are significantly different from a population proportion of 66.67%. Both 
items of Hybrid accounting information, dividend yield (77%, 79%) and price 
earnings ratio (73%, 71%), are considered important by more than 66.67% of 
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shareholders. On this basis the null hypothesis that less than 66.67% of shareholders 
find the information relevant cannot be accepted. In other words, accounting 
information including hybrid accounting is important to the buy and keep decisions of 
shareholders. However, as the audit report is used by only 43% and 41% respectively, 
the null is accepted. 
 
Share price is ranked important by most shareholders (86%, 85%) while advice from 
advisors is also important (69%, 66%). These results strongly suggest that 
shareholders find a range of information important in their buy decisions and their 
keep decisions. 
 
The reasons for the contrast between the sell decision and the buy/keep decisions are 
not clear. However, it is clear that accounting information is not meeting the common 
needs of the shareholders. While it does appear to satisfy the information needs for the 
buy and keep decisions, it does not meet the needs for the sell decision. This evidence 
can be interpreted to mean that accounting information does not have the breadth to 
satisfy different information requirements that are needed for share-related decisions. 
This finding questions the assertion in SAC 2, that financial reporting can meet the 
common information needs of all users (para. 6). 
 
5.3.3 The Vote Decision 
It is asserted in SAC 2 that financial reporting should enable management to be able 
to discharge its accountability (para.14). Shareholders who receive this information 
should be able to use it in their evaluation of management, i.e., vote. However, none 
of the accounting or hybrid accounting items was ranked important by more than 
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66.67% of the respondents. On this basis the null is accepted. This finding provides 
strong evidence that the shareholders do not use accounting information to evaluate 
management that is asserted in SAC 2. 
 
However, as none of the information items was rated important, it is not clear whether 
the shareholders are not concerned with participating in the voting process and, 
therefore, do not find the items of information important or the information in the 
questionnaire is not important and other information is more relevant. Similarly to the 
traders, this idea is tested by deriving the views of shareholders who identified 
themselves as voters in the questionnaire-question 8(c). 
 
Three hundred and twenty seven shareholders (53%) stated that they voted in the 
election of directors and it is their views that provide an insight into the relevant 
information for the vote decision. The proportions of these shareholders are reported 
in Table 5.3.  
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Table 5.3 Use of Information by Shareholders who vote 
Type of Information Information Number 
Prop 
    
Accounting Profits 221 0.68 
Accounting Assets 160 0.49** 
Accounting Liabilities 184 0.56** 
Hybrid-accounting Dividend Yield 187 0.57** 
Hybrid-accounting Price Earnings 170 0.52** 
Auditors Auditors Report 171 0.52** 
Auditor Chang in Audit Firm 139 0.43** 
Advisors Financial Advisors/Stock Br. 165 0.50** 
Directors Independent Directors 195 0.60* 
Directors Managing Director 211 0.65 
Market Share Price 150 0.46** 
Media Financial Media 159 0.49** 
** Significant at 0.01 level *Significant at 0.05 level 
Of all the information items, only profits are ranked important by more than 66.67% 
of shareholders. However, the reputation of the managing director is considered 
important by 65%, which is not significantly different from a population proportion 
greater than 66.67%. 
 
The perspective of shareholders that vote indicates that profits are an important factor 
in their decision as is the reputation of the directors. While the vote decision 
represents a non-economic action, financial reporting is intended to enable the 
directors to discharge their accountability to the users. In section 2.2, the significance 
of voting was discussed. Briefly, the use of the vote is only available to shareholders 
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as directors are legally accountable to shareholders but not to the other users, i.e., they 
are obliged to supply financial accounts of the company. The use (and non-use) of the 
vote can be made for a range of reasons, and for those shareholders who take a 
proprietary interest in a company, it is their avenue to register their approval or 
otherwise on the performance of management without selling shares. The financial 
position and performance of a company could be the basis for the vote decision and 
the accounting information could be used to make this decision. This is implicitly 
assumed by the definition of accountability in the conceptual framework which states 
that general purpose financial reports can be used to discharge accountability (SAC 1, 
para. 6). The evidence provided here suggests that shareholders will be prompted to 
vote only when accounting information on financial performance (profits) is an issue 
or when the reputation of a director causes them to vote. Other accounting, hybrid 
accounting, and audit information is not deemed to be important. 
 
5.4 Homogeneity of Shareholders based on proportions 
To examine the implications of Research Question 1(a), that the shareholder group is 
not homogeneous, two sets of analyses are conducted. The question to be tested is that 
if significant differences exist due to the level of share sophistication, then the 
accounting information provided to shareholders is not meeting the information needs 
that are common across all shareholders. If the use of accounting data is affected by 
the sophistication level of the shareholder, there is a suggestion that the objectives of 
general purpose financial reporting are not being met and that accounting is useful 
only for a specialised group rather than for all shareholders.  Using the proportions 
based on the criteria used in S.4.3, the results are now classified according to the level 
of share sophistication.  
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Proportions are calculated for all shareholders and the three sub-groups identified by 
the Shareholder Sophistication Index (SSI) which has been discussed in section 3.3 
and used extensively in Ch. 4. It can be reasonably expected that a substantial 
majority of the shareholders that are classified with high level sophistication (HS) 
would rate accounting information as useful. This group possesses all the 
characteristics and behaviour that are stated or assumed in the conceptual framework 
and, therefore, should find the information useful. The two other groups, S and LS 
shareholders, do not have the same level of share sophistication but are not 
specifically excluded from the user groups identified in the conceptual framework. A 
significant majority (above 66.67%) of these shareholders should also find accounting 
information useful. 
 
Evidence relating to Research Question 1(a) is provided through tests of proportions 
for each of the four share-decisions. However, the null hypothesis will be based on the 
findings of the proportions of the entire group. 
 
The proportions for all shareholders indicated that accounting and hybrid accounting 
information was not important in both the sell and vote decisions. To test this finding 
further, the null hypothesis is that less than 66.67% of one or two of the SSI groups 
find accounting information important for their sell or vote decisions. That is, more 
than two-thirds of one or more of the SSI groups find accounting information 
important for their sell and vote decision. 
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The proportions for all shareholders for the buy and hold decisions provided evidence 
that profits (accounting item) and the two hybrid accounting items are important for 
those decisions. This is in direct contrast to the sell and vote decision. In this context, 
the null hypothesis is framed accordingly. The null hypothesis is that less than 
66.67% of one or more of the SSI groups does not find profits or the hybrid-
accounting information important for buy or keep decisions.  
 
Both hypotheses are based on the expectation that the level of share sophistication 
affects the importance of accounting and hybrid accounting information. 
5.4.1 The Sell Decision 
Table 5.4 provides the proportions of the SSI shareholder groups who find accounting 
and hybrid accounting information useful for the sell decision. 
 
Table 5.4 SSI Shareholder groups who find accounting and hybrid accounting 
information useful for the sell decision 
Type of Information Information Proportions 
  HS S LS 
Accounting  Profits 0.47** 0.42** 0.24** 
Accounting Assets 0.61 0.47** 0.42** 
Accounting Liabilities 0.62 0.57** 0.49** 
Hybrid-accounting Div Yield 0.62 0.52** 0.36** 
Hybrid-accounting Price-Earnings Ratio 0.34** 0.31** 0.26** 
Hybrid-accounting Div Payout 0.35** 0.37** 0.22** 
Audit Auditor Report 0.70 0.56** 0.46** 
** Significant at 0.01 level 
 
A review of the sell decision indicates a trend of increased use of accounting 
information from LS to HS. Neither the S nor the LS shareholders do not find any of 
the information to be useful. However, for the HS group, the auditors' report (70%) is 
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above the threshold. Also, the importance of assets (61%), liabilities (62%) and 
dividend yield (62%) are below the threshold but are not significantly different from a 
population proportion of 66.67%. In this case, the null hypothesis cannot be rejected 
as more than two-thirds of the HS group believe accounting and hybrid accounting 
information is useful. This suggests that the level of share sophistication does affect 
the use of accounting information for the sell decision. 
 
The major implication of this finding is that the information needs of HS 
shareholders, a small sub-group who possess all the characteristics assumed in the 
conceptual framework, are satisfied with the information supplied to them for the sell-
decision. In this case, it appears that the information needs of a large number of 
shareholders are not satisfied which questions the validity of the stated objectives in 
the conceptual framework. 
5.4.2 The Buy and Keep Decision 
Table 5.5 and 5.6 provides the proportions of the SSI shareholder groups who find 
accounting and hybrid accounting information useful for the buy and keep decisions 
respectively. 
Table 5.5 SSI Shareholder groups who find accounting and hybrid accounting 
information useful for the buy- decision  
Type of Information Information Proportions 
  HS S LS 
Accounting  Profits 0.80 0.82 0.68 
Accounting Assets 0.59** 0.60** 0.59** 
Accounting Liabilities 0.58** 0.59** 0.58** 
Hybrid-accounting Div Yield 0.62 0.85 0.79 
Hybrid-accounting Price-Earnings Ratio 0.80 0.76 0.65 
Audit Auditor Report 0.48** 0.42** 0.46** 
 
** Significant at 0.01 level  
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Table 5.6 SSI Shareholder groups who find accounting and hybrid accounting 
information useful for the keep-decision  
Type of Information Information Proportions 
  HS S LS 
Accounting  Profits 0.81 0.83 0.70 
Accounting Assets 0.59** 0.61** 0.57** 
Accounting Liabilities 0.58** 0.58** 0.46** 
Hybrid-accounting Div Yield 0.90 0.88 0.84 
Hybrid-accounting Price-Earnings Ratio 0.73 0.71 0.68 
Audit Auditor Report 0.52** 0.44** 0.45** 
** Significant at 0.01 level  
 
The proportions in both Tables provide consistent results for both the buy decision 
and sell decision. Profits are important for all three SSI groups; for the buy decision 
the proportions are 80%, 82%, 68% and the keep decision 81%, 83%, 70%. Similar 
results are found for the hybrid accounting information for both the buy and keep 
decisions. Proportions for the buy decisions are dividend yield 90%, 88%, 84% and 
for price-earnings ratio: 80%, 76%, and 65% (not significantly different from a 
population proportion of 66.67% at 0.01 level). Proportions for the keep decisions are: 
dividend yield 62% (not significantly different from a population proportion of 
66.67% at 0.01 level), 85%, 79% and for price-earnings ratio, 73%, 71%, 68%. On 
this basis the null hypothesis cannot be accepted. The level of share sophistication 
does not affect the perceived importance of accounting and hybrid accounting 
information for the buy and keep decisions. For the buy and keep decisions, the 
information needs of each of the SSI groups appear to be satisfied which supports the 
assumptions in the statements of accounting concepts. 
 
The perceived importance of the other accounting information items of assets, 
liabilities and auditors' report were not affected by share sophistication as their 
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proportions for the entire group in Table 5.1 and for the SSI groups in Tables 5.5 and 
5.6 did not exceed 66.67% 
5.4.3 The Vote Decision 
Table 5.7 provides the SSI Shareholder groups who find accounting and hybrid 
accounting information useful for the vote-decision.  
 
Table 5.7 SSI Shareholder groups who find accounting and hybrid accounting 
information useful for the vote-decision  
Type of Information Information Proportions 
  HS S LS 
Accounting  Profits 0.47** 0.50** 0.38** 
Accounting Assets 0.38** 0.44** 0.32** 
Accounting Liabilities 0.43** 0.49** 0.38** 
Hybrid-accounting Div Yield 0.57** 0.59** 0.45** 
Hybrid-accounting Price-Earnings Ratio 0.47** 0.43** 0.36** 
Audit Auditor Report 0.52** 0.43** 0.45** 
** Significant at 0.01 level  
 
The proportions reported in Table 5.7 indicate that none of the accounting or hybrid 
accounting information were perceived as important (over 66.67% threshold) by any 
of the three SSI groups. On this basis, the null hypothesis cannot be accepted as less 
than two- thirds of any of the SSI groups found accounting or hybrid accounting 
information important for the vote decision.  
5.5 Relevance and Use of Mean Scores 
Research Question 1(a) will be further tested using the ranks of mean scores. First, the 
mean score for the importance of the various types of information is calculated from 
the responses to the questionnaire. The mean score for all share decisions, sell, buy, 
keep and vote, is then determined for the entire group and for the three SSI groups. 
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The mean score for each of the four groups is compared to a pre-determined mean 
score. This mean score has been derived to indicate the minimum level that shows that 
the information is important.  If the mean score is above the benchmark for each of 
the share-decisions, then accounting information is important. This provides evidence 
about whether that natural shareholders believe that accounting information is 
important and can be used to make their share-related decisions.  
 
Second, a test for the difference of means between the shareholder groups will be used 
to indicate whether accounting information is perceived as more important by any of 
the three groups. Results from this statistical test will answer Research Question 1(b) 
that reliance on accounting information is affected by share sophistication.  
 
As outlined in S.3.4.3, shareholders were asked to consider the importance of the 
listed information on their decision-making. The four share decisions were covered in 
separate questions (qs12-15); a five-point Likert scale was used. It was coded as 5 for 
'Highly Important', 4 for " Moderate Importance", 3 for "Some Importance", 2 for 
'Little Importance' and 1 for' No Importance or Not Used'.  The mean scores and 
standard deviations for all shareholders and the three shareholder groups were 
calculated. These scores were further classified by the four share decisions. The 
difference of means test for the importance of information is also reported according 
to share decisions.  
 
If the information is to be considered important, it should have a mean score above 
3.5. Any mean between 3 and 3.5 is closer to the 'some' category and indicates 
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indifference to the importance of the information. Those scores below 3 indicate little 
or no importance. Those above 3.5 are closer to the 'moderate' and 'high' importance.  
 
Accounting information is considered useful, i.e., important for share decisions, if, at 
least 50% of the examples, i.e., two out of three items, have a mean score above 3.5. 
Hybrid accounting is considered important if 50% or more are ranked above 3.5 and 
the audit report is considered alone. This does not exclude analysis of specific 
accounting information, for example, the level of profits could be important in a 
number of decisions without accounting information in general being considered 
important.  
 
The null hypothesis for accounting information is that for each share decision, two 
out of the three items will not have a mean score above 3.5. This is applied to the 
entire shareholder group as well as the three SSI groups. 
 
The null hypothesis for hybrid accounting information is that for each share decision, 
50% or more of the items will not have a mean score above 3.5.  This is applied to the 
entire shareholder group as well as the three SSI groups. 
 
The null hypothesis for the audit report is for each share decision it does not have a 
mean score above 3.5.  This is applied to the entire shareholder group as well as the 
three SSI groups. 
 
A difference of means test was conducted to determine whether the means of the three 
shareholder groups are significantly different from each other. This test enables 
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statistical inference about whether the difference in the mean scores by the three 
shareholder groups is due to actual differences of opinions rather than chance.  
 
The difference in means also imply that the use of accounting, hybrid accounting and 
audit information by shareholders is dependent on their level of share sophistication 
rather than their information needs. In this case, for each of the share-related 
decisions, the null hypothesis is that there are not significant differences across the 
three shareholder groups in their use accounting, hybrid accounting and audit 
information. 
 
5.6 The Sell Decision 
The sell decision is made when alternative uses of the money are deemed to be better 
by the shareholder; other investments may provide better returns or more security of 
capital. If shareholders decide to sell the shares to realise profits, or minimise losses, 
they require appropriate information. Table 5.8 provides the descriptive statistics for 
the sell decision. 
 157 
 
Table 5.8 Descriptive Statistics of Importance of Information for the Sell 
Decision 
Information 
Type 
Information Item Low Sop Sop High Sop All 
  M SD M SD M SD M SD 
Accounting Fall in earnings/profits  3.11 1.14 3.54 1.06 3.70 1.10 3.43 1.11
Accounting Significant write down in assets  3.15 1.23 3.35 1.15 3.58 1.03 3.32 1.17
Accounting Significant increase in liabilities  3.29 1.24 3.56 1.14 3.73 1.03 3.50 1.17
Hybrid Acc. Fall in dividend yield  2.86 1.06 3.25 1.02 3.32 1.02 3.14 1.05
Hybrid Acc. Fall in dividend payout ratio 2.71 1.07 3.12 1.04 3.11 1.01 3.00 1.06
Hybrid Acc. Fall in price earnings ratio  2.78 1.07 2.94 1.08 3.00 1.04 2.90 1.07
Hybrid Acc Press release down. profit forecast 3.06 1.17 3.22 1.02 3.30 0.97 3.18 1.06
Audit An adverse audit report  3.23 1.22 3.63 1.12 3.97 1.17 3.55 1.18
Auditors Change in audit firm  2.31 1.05 2.39 1.06 2.66 1.08 2.40 1.06
Directors Sudden departure of managing dir 2.67 1.09 2.93 1.05 3.39 1.08 2.91 1.09
Directors Sudden departure of ind. Dir. 2.51 1.16 2.80 1.11 3.04 1.08 2.74 1.14
Directors Increase in directors remuneration 2.82 1.26 2.79 1.15 2.87 1.09 2.81 1.18
Market Unexpected change in prices  3.21 1.21 3.34 1.06 3.56 1.02 3.33 1.11
Advisor Sell advice from financial advisor 3.58 1.32 3.71 1.21 3.72 1.19 3.67 1.24
Fin.Media Adverse opinion in fin.media  3.15 1.12 3.40 1.03 3.62 1.14 3.35 1.08
Media ASIC announces an inquiry  3.62 1.21 3.80 1.17 4.06 1.14 3.78 1.18
Other Need for personal cash  3.48 1.40 3.29 1.46 3.18 1.38 3.33 1.43
Other Other  factors in selling shares 1.21 0.91 1.19 0.80 1.22 0.81 1.20 0.84
 
A review of the SSI groups in Table 5.8 indicates that the level of importance of 
information generally increases with the level of share sophistication.  The mean 
scores confirm the trend that was evident in the use of proportions. For all items, 
except an increase in directors' remuneration and need for personal cash, the mean 
 158 
scores increase according to the level of share sophistication. As share sophistication 
is based on the behaviour of shareholders (not their education, age, etc) this implies 
that all shareholders, except LS, are more aware of the implications of the information 
provided.  
 
A summary of the important mean values and standard deviations of responses are 
reported in Table 5.9. 
Table 5.9 Summary of Important Information for the Sell Decision 
Type Information LS S HS All 
Accounting Fall in earnings/profits  n/i 3.54 3.70 n/i 
Accounting Significant write down in assets  n/i n/i 3.58 n/i 
Accounting Significant increase in liabilities  n/i 3.56 3.73 3.50
Auditor An adverse audit report  n/i 3.63 3.97 3.55
Market Unexpected change in prices  n/i n/i 3.56 n/i 
Advisor Sell advice from financial advisor  3.58 3.71 3.72 3.67
Media Adverse opinion in financial media  n/i n/i 3.62 n/i 
Market ASIC announces an inquiry  3.62 3.80 4.06 3.78
n/i-not important 
 
For the entire group of shareholders, increase in liabilities, adverse audit report, sell 
advice from advisors and an ASIC inquiry are the only four items that are rated above 
3.5 for the sell decision. As there is only one of the three accounting information 
items, liabilities, above a mean of 3.5, accounting information is not considered 
important by the entire group for the sell decisions. None of the hybrid accounting 
items were ranked above 3.5. In this case, the null cannot be rejected for accounting 
and hybrid accounting information. 
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The importance of the audit report is ranked as 3.55 which indicates that it is 
considered important for the sell decision and, therefore, the null cannot be accepted. 
 
5.6.1 Differences between SSI Groups for the Sell Decision 
The SSI groups all rated an ASIC inquiry and sell advice from advisor as important in 
the sell decision. For LS shareholders, these were the only two factors that were 
perceived as important, although they did rate a need for personal cash at 3.48. 
Both HS and S shareholders rated fall in earnings, increase in liabilities and an 
adverse audit report as important. HS shareholders also rated a write-down in assets 
(3.58), as important. None of the shareholder groups rated any of the hybrid-
accounting measures as important. For accounting and audit information the null is 
not accepted for HS and S shareholders and not accepted for LS shareholders. For 
hybrid accounting information the null is not accepted for all three groups. 
  
Further investigation into the differences between the SSI groups was conducted by a 
difference of means test. This procedure determines whether the differences in the 
mean scores between each of the SSI groups is the result of a difference in the 
population or is simply due to a chance result. The tests are reported at a 0.05 
probability. 
 
A summary of the significant differences is provided in Table.5.10. This Table reports 
the comparisons between the three groups by listing the shareholder group who rated 
the information as significantly more important with the probability levels reported. 
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Table 5.10 Differences between SSI Groups based on Difference of Means for the 
Sell Decision 
Type of Information Information HS/LS HS/S S/LS 
  More 
Import.
Prob. More 
Import.
Prob. More 
Import. 
Prob. 
Accounting Profits HS 0.00 n/a n/a S 0.00 
Accounting Assets HS 0.00 HS 0.04 S 0.04 
Accounting Liabilities HS 0.00 n/a n/a S 0.01 
Hybrid-accounting Dividend Yield HS 0.00 n/a n/a S 0.00 
Hybrid-accounting Dividend Payout HS 0.00 n/a n/a S 0.00 
Hybrid -accounting Press: Down. Profits HS 0.04 n/a n/a S 0.05 
Auditor Auditors Report HS 0.00 HS 0.02 S 0.00 
n/a- not applicable 
 
Compared to LS shareholders, HS shareholders placed greater importance on all 
information items except the use of financial media. HS and S do not hold 
significantly different views about accounting information of profits and liabilities, or 
about hybrid accounting items of dividend yields, payout ratios and press releases of 
profit downturns. However, HS shareholders do hold stronger views about all other 
items including the effect of an adverse audit report than S shareholders. The 
comparison between S and LS shareholders reveals that S shareholders hold stronger 
views for all items except changes in audit firm, changes in share prices and departure 
of independent director. LS shareholders did not rate any information as more 
important than the other two groups. 
 
These results strongly suggest that both HS and S shareholders believe that general 
accounting information is more useful than do LS shareholders. This provides 
evidence that the perceived importance of general accounting information is affected 
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by the level of share sophistication rather than by the information needs of the 
shareholders. On this basis, the null is rejected for HS/LS and S/LS comparison and is 
not rejected for the HS/S groups. 
 
5.7 Buy and Keep Decisions 
There is a total of six accounting related information items considered in the buy and 
keep decisions (profits, assets, liabilities, price-earnings ratio, dividend yield, and 
auditors’ report). The descriptive statistics for these will be used to answer Research 
Question 1(c).  
 
The descriptive statistics for all information items are presented in Tables 5.11 and 
5.12 respectively. 
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Table 5.11 Descriptive Statistics of Importance of Information for the Buy 
Decision 
Information 
Type 
Information Item Low Sop Sop High Sop All 
  M SD M SD M SD M SD 
Accounting Profits  4.06 1.03 4.20 0.87 4.24 0.84 4.16 0.92 
Accounting Level of assets  3.61 1.15 3.70 0.99 3.63 1.01 3.66 1.05 
Accounting Level of liabilities  3.58 1.20 3.70 1.02 3.62 1.05 3.65 1.08 
Hybrid Acc. Price earnings ratio  3.70 1.22 3.95 1.02 4.06 0.94 3.89 1.08 
Hybrid Acc. Dividend yield  3.88 1.10 4.21 0.96 4.06 0.99 4.09 1.01 
Audit Auditors report  3.14 1.30 3.19 1.21 3.38 1.09 3.20 1.23 
Auditor Reputation of audit firm  2.92 1.30 2.99 1.28 3.24 1.17 3.00 1.28 
Market Share price  4.32 1.00 4.38 0.90 4.41 0.90 4.37 0.93 
Directors Reputation of managing dir 3.16 1.18 3.48 1.18 3.80 1.10 3.42 1.19 
Directors Reputation of indep. dir. 2.96 1.16 3.19 1.18 3.41 1.18 3.14 1.18 
Media Opinions in fin.media  3.39 1.11 3.60 0.98 3.48 0.99 3.52 1.03 
Advisors Opinions of fin. adv/stbr. 3.51 1.32 3.92 1.20 3.75 1.19 3.77 1.25 
Other Other factors  1.18 0.83 1.23 0.90 1.41 1.16 1.24 0.92 
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Table 5.12 Descriptive Statistics of Importance of Information for the Keep 
Decision 
Information 
Type 
Information Item Low Sop Sop High Sop All 
  M SD M SD M SD M SD 
Accounting Profits  4.17 1.08 4.35 0.87 4.34 0.73 4.29 0.92 
Accounting Level of assets  3.57 1.13 3.72 1.06 3.63 0.99 3.67 1.07 
Accounting Level of liabilities  3.38 1.14 3.63 1.09 3.61 0.99 3.55 1.10 
Hybrid Acc. Price earnings ratio  3.72 1.20 3.87 1.08 3.97 0.96 3.84 1.10 
Hybrid Acc. Dividend yield  3.91 1.11 4.26 0.95 4.20 0.91 4.15 1.01 
Audit Auditors report  3.18 1.27 3.23 1.23 3.56 1.01 3.26 1.22 
Auditor Reputation of audit firm  2.81 1.18 2.99 1.25 3.32 1.19 2.98 1.23 
Market Share price  4.22 1.07 4.37 0.89 4.38 0.82 4.33 0.94 
Directors Reputation of managing dir 3.10 1.18 3.43 1.16 3.75 1.08 3.37 1.18 
Directors Reputation of indep. dir 2.90 1.12 3.11 1.20 3.35 1.18 3.08 1.18 
Media Opinions in financial med. 3.28 1.16 3.53 1.00 3.63 0.94 3.47 1.05 
Advisors Opinions of fin. adv/stckb 3.52 1.28 3.81 1.22 3.85 1.12 3.73 1.23 
Other Other factors 1.21 0.82 1.16 0.75 1.27 0.94 1.19 0.80 
 
 
A preliminary review of the descriptive statistics for the Buy Decision and the Keep 
Decision reveals consistency in the use of all the information items. Accordingly the 
two decisions will be discussed together. The most important factor is share price and 
all shareholders rank the level of profits above 4. The opinions of financial advisor are 
also important.  
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Both the buy and the keep decision imply that the alternative investments for 
shareholders are not superior to the continued holding of shares. This is a possible 
reason for the consistency in the use of accounting information. 
 
The trend that was evident for the sell decision, i.e., that the perceived importance of 
information items increases according to the level of share sophistication is not as 
strong for these two decisions. For the buy decision, S shareholders ranked five items 
higher than HS shareholders including the importance of assets and liabilities. This is 
similar to the keep decision where S shareholders ranked four items, profits, assets, 
liabilities and dividend yield, higher than HS shareholders.  
 
HS shareholders used more information than the other groups. They also ranked the 
reputation of the managing director, opinions in financial media and advisors as 
important for both decisions. The audit report and reputation of the audit firm were 
important in the keep decision and reputation of independent directors as important in 
the buy decision. 
 
A summary of items with mean scores above 3.5 is reported in Table 5.13 and 5.14. 
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Table 5.13 Summary of Important Information for the Buy Decision 
Type Information LS S HS All 
Accounting Profits  4.06 4.20 4.24 4.16 
Accounting Level of assets  3.61 3.70 3.63 3.66 
Accounting Level of liabilities  3.58 3.70 3.62 3.65 
Hybrid Acc. Price earnings ratio  3.70 3.95 4.06 3.89 
Hybrid Acc. Dividend yield  3.88 4.21 4.06 4.09 
Market Share price  4.32 4.38 4.41 4.37 
Directors Reputation of managing director n/i n/i 3.80 n/i 
Directors Reputation of independent director  n/i n/i 3.41 n/i 
Media Opinions in financial media  n/i 3.60 3.48 3.52 
Advisors Opinions of financial advisor/stockbroker  3.51 3.92 3.75 3.77 
n/i - not important 
Table 5.14 Summary of Important Information for the Keep Decision 
Type Information LS S HS All 
Accounting Profits  4.17 4.35 4.34 4.29 
Accounting Level of assets  3.57 3.72 3.63 3.67 
Accounting Level of liabilities  n/i 3.63 3.61 3.55 
Hybrid Acc. Price earnings ratio  3.72 3.87 3.97 3.84 
Hybrid Acc. Dividend yield  3.91 4.26 4.2 4.15 
Audit Auditors report  n/i n/i  3.56 n/i 
Audit Reputation of audit firm  n/i n/i n/i n/i 
Market Share price  4.22 4.37 4.38 4.33 
Directors Reputation of managing director  n/i n/i 3.75 n/i 
Media Opinions in financial media  n/i 3.53 3.63 n/i 
Advisors Opinions of financial advisor  3.52 3.81 3.85 3.73 
n/i - not important 
 
 166 
For the entire group of shareholders, all accounting and hybrid accounting 
information are ranked as important whereas the audit report is not. The null 
hypothesis is rejected for accounting and hybrid accounting information and is not 
accepted for audit information. 
 
5.7.1 Differences between SSI groups for the Buy and Keep Decision 
Tables 5.15 and 5.16 report the summaries of the differences in means and indicate 
which shareholder group has significantly ranked information higher. 
 
Table 5.15 Summary of the Differences between SSI Groups based on Difference 
of Means for the Buy Decision 
Type of Information Information HS/LS HS/S S/LS 
  More 
Import
Prob. More 
Import
Prob. More 
Import 
Prob. 
Hybrid-accounting Price Earnings Ratio HS 0.03 n/a n/a S 0.03 
Hybrid-accounting Dividend Yield n/a n/a n/a n/a S 0.00 
Auditor Audit Firm HS 0.04 n/a n/a n/a n/a 
n/a- not applicable 
 
The comparisons among the SSI groups shows that HS shareholders ranked only the 
price earnings ratio higher than LS shareholders and they did not rank any of the 
accounting and audit items higher than S shareholders. The two hybrid accounting 
items were ranked higher by S shareholders compared to LS shareholders. For the buy 
decision, the null hypothesis is not accepted for accounting and audit information and 
is not rejected for the importance of hybrid-accounting information.  
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Table 5.16 Summary of the Differences between SSI Groups based on Difference 
of Means for the Keep Decision 
Type of Information Information HS/LS HS/S S/LS 
  More 
Import
Prob. More 
Import
Prob. More 
Import 
Prob. 
Accounting Liabilities n/a n/a n/a n/a S 0.01 
Hybrid-accounting Dividend Yield HS 0.03 n/a n/a S 0.00 
Audit Audit Firm Reputation HS 0.00 HS 0.02 n/a n/a 
Audit Audit Report HS 0.02 HS 0.02 n/a n/a 
n/a- not applicable 
 
The audit report and dividend yield are perceived as more important by HS 
shareholders compared to LS shareholders. An adverse audit report is the one 
significant differences between HS and S shareholders. The comparison between S 
and LS shareholders also shows that S shareholders rank two items, liabilities and 
dividend yield, as significantly more important. The evidence suggests that for 
accounting information the null cannot be accepted for the buy decision. However, it 
cannot be rejected for the importance of the auditors' report. 
 
5.8 Vote Decision 
Voting in the election of directors enables shareholders to have some influence over 
the management of the company. This decision involves two separate decisions: first, 
a decision to keep the shares because the alternative investments are not worthwhile; 
and, second, to register approval or disapproval of the proposed director. Voting can 
be done by way of assigning the proxy to the Chairperson of the Board or by 
individual completion of the voting paper. Either choice represents an opinion on the 
performance of the board of directors. General accounting information should be 
 168 
useful in the decision to vote. Table 5.17 provides the descriptive statistics for the 
vote decision. 
 
Table 5.17 Descriptive Statistics of Importance of Information for the Vote 
Decision 
Information 
Type 
Information Item Low Sop Sop High Sop All 
  M SD M SD M SD M SD 
Accounting Profits  3.08 1.48 3.49 1.42 3.58 1.32 3.38 1.43 
Accounting Level of assets  2.76 1.36 3.12 1.35 3.01 1.26 3.00 1.35 
Accounting Level of liabilities  2.91 1.41 3.26 1.40 3.19 1.40 3.15 1.41 
Hybrid Acc. Price earnings ratio  2.85 1.40 3.10 1.34 3.28 1.26 3.05 1.36 
Hybrid Acc. Dividend yield  2.89 1.42 3.25 1.39 3.34 1.30 3.15 1.40 
Audit Auditors report  3.00 1.53 3.05 1.41 3.38 1.36 3.08 1.44 
Auditor Reputation of audit firm  2.70 1.40 2.79 1.40 3.06 1.33 2.80 1.39 
Market Share price  3.01 1.49 3.35 1.44 3.48 1.30 3.27 1.45 
Directors Reputation of managing dir 3.05 1.48 3.37 1.42 3.82 1.26 3.33 1.44 
Directors Reputation of ind. director 2.97 1.44 3.21 1.42 3.68 1.29 3.20 1.42 
Media Opinions in the fin. media 2.83 1.39 3.08 1.27 3.30 1.23 3.03 1.31 
Advisors Opinions of fin. adv/stbrk. 2.98 1.49 3.13 1.45 3.37 1.33 3.11 1.45 
Other Other  factors  1.15 0.70 1.13 0.64 1.25 0.98 1.15 0.71 
 
The means scores in Table 5.17 show that the entire group of shareholders did not 
rank any of the information as important. As with the sell decision, the trend indicates 
that for all information items, except for level of assets and liabilities, that the 
perceived importance of each items increases with the level of share sophistication.  
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Table 5.18 shows the only three items that were considered important. HS 
shareholders perceived profits and the reputation of managing director and reputation 
of independent directors as important. Profits were ranked at 3.48 by sophisticated 
shareholders. S shareholders ranked profits at 3.49. 
Table 5.18 Summary of Important Information for the Vote Decision 
Type Information HS
Accounting Profits  3.58
Directors Reputation of Managing Director  3.82
Directors Reputation of independent directors  3.68
 
It is clear that no forms of accounting information is deemed important in the choice 
of voting for directors. Level of profits used by HS is the sole accounting information 
that was rated important. The null hypothesis that accounting information, hybrid 
accounting and auditors' report is not useful for the vote decision is accepted. 
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5.8.1 Differences between SSI groups for the Vote Decision 
The differences between SSI Groups are summarised in Table 5.19. 
Table 5.19 Summary of the Differences between SSI Groups based on Difference 
of Means for the Vote Decisions 
Type of Information Information HS/LS HS/S S/LS 
  More 
Import
Prob. More 
Import
Prob. More 
Import 
Prob. 
Accounting Profits HS 0.01 n/a n/a S 0.00 
Accounting Assets n/a n/a n/a n/a S 0.00 
Accounting Liabilities n/a n/a n/a n/a S 0.01 
Hybrid-accounting Price Earnings  HS 0.01 n/a n/a S 0.02 
Hybrid-accounting Div Yield HS 0.01 n/a n/a S 0.00 
Audit Audit Report HS 0.04 S 0.03 n/a n/a 
n/a- not applicable 
 
The comparison between HS and the other two shareholder groups shows that HS 
shareholders perceive the audit report to be more important.  The null hypothesis that 
there are no differences between the groups cannot be accepted. 
 
HS shareholders also perceive that profits, price earnings ratio and dividend yield  are 
more important than to LS shareholders. While S shareholders perceive all accounting 
items except the audit report, as more important than do LS shareholders. These 
findings provide evidence that the null hypotheses that accounting and hybrid 
accounting information is not significantly different between groups cannot be 
accepted. 
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5.9 Pattern of Information Use 
The investigation into the importance of accounting information has involved the 
calculation of proportions and means which are then compared against a 
predetermined threshold. Further analysis is conducted to discover whether share 
sophistication affects this relationship. 
 
In the previous sections of this chapter, the issue of the validity of the conceptual 
framework has involved an investigation into the importance that shareholders place 
on individual pieces of information for each of their share-related decisions. That 
discussion has examined the relative use of accounting information by shareholders to 
make decisions about whether to sell, or to buy or to keep or to vote. As discussed in 
Chapter 2, the decision model of investors is not known. In this context, the 
importance of information may not be identified with the four separate decisions. 
Instead, the importance of the information may be found in its overall quality to 
provide useful information in the evaluation of shares rather than one aspect of the 
decision. 
 
A general review of the results in S.5.4 suggests that general accounting information 
is often considered important for the buy and hold decisions and occasionally for the 
sell decision and not for the vote decision. This implies that there is a consistent 
pattern of use by natural shareholders. The analysis and discussion in this section 
seeks the possible existence of a pattern. The existence of a pattern would suggest that 
natural shareholders are homogeneous in the way they use information. In other 
words, shareholders are consistent in their views of the importance of general 
accounting information. Such consistency infers an underlying dimension to the views 
 172 
of shareholders. The null hypothesis is: natural shareholders are not consistent in 
their use of general accounting information, i.e., there is not an identifiable pattern.  
 
If a pattern exists it presumes a univariate dimension to the behaviour of natural 
shareholders. In other words, the reason for the pattern is that there is a common 
dimension to shareholders. To test this premise, the responses of the shareholders are 
analysed to determine whether they can form a unidimensional scale. Unidimensional 
scaling theory and techniques are aimed at selecting a set of data items that can be 
empirically demonstrated to correspond to a single social-psychological dimension 
(Gordon & McIvor 1977 p.28). The dimension is that shareholders use the 
information in the same way. 
5.10 Application of Guttman Scaling Technique to Share Decisions 
The Guttman scaling technique is used to determine whether a unidimensional scale 
for share-related decisions exists. While this technique is widely used in social 
research, see Babbie (1990) deVaus (1995) and McIver and Carmines (1984), it is not 
common in accounting research. An overview of Guttman scaling is provided as a 
background to the interpretation of the results. 
 
This scaling technique is designed to order both items and subjects and is defined by 
Guttman (1944, p.140) as: 
 
From a given population of objects, the multivariate distribution of a universe of attributes can 
be called a scale if it is possible to derive a quantifiable variable that characterises the objects so 
that each attribute is a simple function of the quantifiable variable. 
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The population of objects is the shareholders, the universe of attributes is the pattern 
by which they use information and the quantifiable variable is the number of positive 
responses to importance of the information in decision-making. 
 
Guttman scaling provides a score for each respondent. Each score represents the 
degree in which the subject corresponds to the dimension being measured. In this 
case, it refers to the number and type of the share-related decisions for which the 
information is deemed to be important. For example, if a scale is to be established for 
the importance of profits it would show the order in which different shareholders use 
that information.  
 
To illustrate this method a hypothetical scale is used. This hypothetical scale is based 
on the proportions of shareholders that use profits for each share decision. The 
proportions show that profits are used by the vast majority of shareholders for the buy 
decision, a smaller majority for the keep decision, by a minority for the vote decision, 
rarely for the sell decision and small minority do not use profits for any decision. This 
gives an order of Buy (B), Keep (K), Vote (V), Sell(S)-BKVS. The range would be 0 
to 4. Shareholders who scored 0 do not rate profits important for any share decisions 
and those who are scaled as 4 rank profits important for all four share decisions. 
Further, for a scale to exist, shareholders that receive the same rank must have the 
same view of the order of importance of profits for share decisions. To continue the 
example, a scale of 3 for any shareholder, would mean two things:  
(a) the shareholder used the information for three decisions, 
 and; 
(b) the three decisions follow the scale order of : Buy, Keep and Vote.  
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The construction of a Guttman scale provides information about the frequency of use 
and the type of use. It also enables predictions about the behaviour of individuals. 
Using the previous example, if the scale indicated that 70% of shareholders were rated 
3 for use of profits, then it can be stated that 70% of shareholders use profits to make 
decisions for the buy, keep, vote decision but not the sell decision. 
 
The strength of the Guttman scale depends on the measurement and tolerance of error. 
It is unlikely that any scale will be a perfect fit, i.e., that every respondent can be 
scaled. To overcome these problems, Guttman (1944) devised a method of counting 
errors and setting minimum requirements for acceptance of the scale. McIver and 
Carmines (1981, pp 40-69) discuss the development and use of Guttman scaling in 
detail in their book: ' Unidimenisonal Scaling'. The construction of the scale and 
measurement of errors follows the procedures outlined in the next section. 
 
5.10.1 Brief Description of Guttman Scaling Methodology 
This section provides a description of the methodology that relates the data generated 
from the survey into a Guttman scale. 
 
(i) Responses to questions on share decisions were recoded into a 
dichotomous variable. Likert scales are collapsed for this purpose. If the 
respondent believes the information is important, the response is coded as 
1, if it is not important, 0. 
(ii) The proportions of shareholders who used/did not use the information 
were calculated.  
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(iii) For each piece of information the decisions were ordered according to the 
highest to lowest proportions of use. For example if the proportions were: 
Sell (S) 48%, Buy (B) 60%, Keep (K) 75% and Vote (V) 50%, the order 
would be KBVS. If a scale exists, this order will be consistent, e.g., if 
shareholder is ranked as 3 they would be KBV, those ranked 2 would be 
KB and those who used one piece of information, i.e., ranked 1, would use 
it for buying (K). 
(iv) Errors are measured according to the divergence from the order. Patterns 
are designated by the use of '+' and '-' signs. For example an individual 
response that was scaled 2 should be BK, and it is shown as '+ + - - . The 
two positive signs represent the Buy and Keep decisions which should 
represent the scale of two. The two negative signs represent the vote and 
sell decisions, which should not be included, when the scale fits. In all sets 
of responses, there will be respondents who do not exactly match the scale. 
For example, if there is a shareholder who has a rank of 2 but does not use 
profits for the buy and keep decisions but rather for the vote and sell 
decision, they would have a pattern of '- - + + '.  The behaviour of this 
shareholder represents four errors from the scale. Two changes to the 
negative signs and two changes to the positive signs are required to fix the 
errors. These errors are counted and described as scale errors. 
(v) The scale errors are used to calculate the Coefficient of Reproducibility 
(CR). This is calculated by dividing the number of scale errors by the total 
answers to derive a fraction. This fraction is subtracted from 1 to get the 
coefficient. 
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(vi) The Minimal Marginal Reproducibility (MMR) is then calculated by 
subtracting the errors from the number of total responses and dividing this 
figure by the total responses. This figure represents the degree in which the 
responses will fit the scale before any further tests are done. The MMR 
should not be too large as it is could be caused by extreme marginals. If 
extreme marginals exist, this gives the appearance of a scale which is not 
reflected in the responses. Marginals are measured by the proportions of 
respondents who have answered positively to the questions that constitute 
the scale. For example, if two questions in a scale of four each received a 
95% agreement and the other two received only 5% each, then no scale 
would exist as the respondents only agree with two items and the others do 
not form part of their thinking However, the MMR taken on face value 
would suggest that a reasonable scale exists.  
(vii) Finally, dividing the scale errors by the marginal errors and subtracting 
this from 1 calculate a Coefficient of Scalability (CS). Marginal errors are 
all responses that did not fit into the original frame of the scale. It can be 
explained by example. If there are 24 scale errors and 240 marginal errors 
then this represents 0.20 of all errors. The CS would be calculated by 1-
0.20 =0.80. If the responses are perfectly scalable, then the coefficient of 
scalability will equal 1, as there are no scale errors. However, as there are 
always scale errors, the CS is a measure of improvement of fit due to the 
use of the scale.  
(viii) The Coefficient of Reproducibility, the Minimal Marginal Reproducibility 
and the Coefficient of Scalability are used in conjunction to interpret the 
scale. Under strict conditions the following characteristics should exist. 
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The CR should be equal to or greater than 90%. This is justified on the 
basis that accepted statistical theory does not normally tolerate errors 
above 10% and often requires a lower error rate. (McIver &Carbines, p.48, 
Babbie, p.170) The MMR should not be too large as this suggests that it is 
the result of extreme marginals. The CS has been set at .60 as this is above 
.50 and indicates that the responses are scalable. This figure is arbitrary. 
However, as the range is between 0 and 1,where 1 represents perfect 
scalability, then 0.6 is accepted for this analysis as it is a clearly an 
improvement.  
 
5.11 Pattern of Shareholder Behaviour using Guttman Scaling 
Table 5.20 provides the scaling results under these strict conditions. 
Table 5.20 Results for the Guttman Scaling Technique Under Strict Conditions 
 Sell Buy  Keep Vote Order CR MMR CS Scalable 
Share Price 0.44 0.86 0.85 0.49 BKVS 0.86 0.66 0.60 No 
Profits 0.49 0.83 0.87 0.49 KBVS 0.87 0.68 0.58 No 
Dividend Yield 0.37 0.77 0.79 0.46 KBVS 0.90 0.69 0.67 Yes 
Price Earnings 0.30 0.73 0.71 0.42 BKVS 0.90 0.68 0.68 Yes 
Assets 0.47 0.60 0.60 0.40 BKSV 0.84 0.58 0.61 No 
Liabilities 0.55 0.58 0.54 0.45 BSKV 0.81 0.56 0.56 No 
Financial Media 0.43 0.56 0.47 0.54 BKVS 0.83 0.55 0.62 No 
Independent Directors 0.48 0.26 0.42 0.38 SKVB 0.88 0.62 0.69 No 
Managing Director 0.29 0.31 0.48 0.52 VKBS 0.87 0.52 0.72 No 
Adverse Audit Report 0.54 0.43 0.45 0.44 SKVB 0.80 0.61 0.50 No 
Financial Advisors 0.63 0.69 0.66 0.47 BKSV 0.89 0.74 0.57 No 
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Table 5.20 lists the information item in the first column, followed by the proportion of 
respondents who believed that the information is important for the sell, buy, keep and 
vote decisions respectively. The proportions are then placed in order which is reported 
in the next column. The three scale measures have been calculated using SPSS for 
Windows Version 8 and are reported in the next three columns. The final column 
indicates whether the criteria for a Guttman scale has been met. 
 
The two hybrid accounting measures, dividend yield and price earnings ratios, were 
the only two pieces of information to fit the Guttman scale. They had a CR of 0.90; 
the MMR was not the result of extreme marginals and a CS above 0.60. The share 
price, profits, independent directors, managing directors and financial advisors were 
marginally below the CR threshold. Asset, liabilities, financial media and the use of 
adverse audit report were clearly not scalable. 
 
Tables 5.21 and 5.22 provide the details of the Guttman scale for the price-earnings 
ratio and the dividend yield. The responses of the shareholders have shown that there 
is an underlying pattern in the importance of these two hybrid-accounting items. 
Table 5.21 Guttman Scale for Price -Earnings Ratio 
Number of Decisions which information is important Scale Price/Earnings 
 
Not important for any decision 0 17.4 
Important for the sell decision only 1 13.5 
Important for sell and vote decision 2 23.1 
Important for buy, vote and sell decision 3 28.3 
Important for keep, buy, vote and sell decision 4 17.7 
100.00 
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Table 5.22 Guttman Scale for Dividend Yield 
Number of Decisions which information is important Scale Div.Yield 
 
Not important for any decision 0 13.5 
Important for the sell decision only 1 10.6 
Important for sell and vote decision 2 22.8 
Important for keep, vote and sell decision 3 29.8 
Important for buy, keep, vote and sell decision 4 23.3 
100.00 
 
The responses to the questions on the hybrid accounting strongly suggest that there is 
an underlying dimension in the use of that information. In the case of the price-
earnings ratio, all shareholders that use it, 82.4%, follow a pattern of KBVS. If they 
only use it for one decision, (13.5%), it is used to buy shares. If they have a stronger 
belief in its importance then they will also use it for the keep decision, (23.1%). Those 
shareholders who believe it can be used for three decisions (28.3%), use it to buy, 
keep and vote and 17.7% believe it can be used for all decisions.  
 
The use of the dividend yield is consistent across all shareholders. The evidence 
suggests that while 13.5% do not use it for any share decision, 10.6% use if for the 
keep decision only, 22.8 % for the keep and buy decision, 29.8% for the keep, buy 
and vote decision and 23.3% use it for all decisions.  
 
As none of the accounting information items or the audit report can be scaled, the null 
hypothesis is accepted. Further, the lack of an acceptable scale provides evidence of 
the lack of homogeneity among shareholders. The assumptions that accounting 
information meets the common needs of users is not supported by these findings. 
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Common information needs implies a unidimensional aspect to the information needs 
of shareholders. The inability to form a Guttman scale shows that this dimension does 
not exist.  
 
On the other hand, hybrid accounting items can be scaled and the null hypothesis can 
be rejected on this basis. It appears that shareholders' common information needs can 
be met by hybrid-accounting items but not by pure accounting information. This is 
further evidence that shareholders do not have common information needs for share-
related decisions.  
5.11.1 Guttman Scaling under Less Strict Conditions 
As discussed earlier, the indicators of scalability are arbitrary. The CR of 90% is used 
because 10% errors are the normal amount accepted in many statistical tests. The CS 
of 0.60 is used as it is above 0.50, which indicates that the scale is not present. If these 
guidelines were relaxed to accept 15% errors and the CS has to be greater than 0.50, a 
number of other scales arise. MMR does not change when CS and CR are relaxed. 
Use of share price, profits, reputation of independent and managing directors and the 
use of financial advisors would fit this scale. Using these criteria a Guttman Scale can 
be constructed. Table 5.21 provides the details of the information items that would be 
included under these conditions. 
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Table 5.23 Guttman Scaling under less strict conditions 
 Scale Share Price Profits Ind.Dir Man.dir Advisors 
Decision Order BKVS KBVS SKBV VKBS BKSV 
Not important for any decision 0 4.0 5.2 34.6 28.9 20.8 
Important for one decision 1 11.0 8.5 22.0 18.4 8.8 
Important for two decisions 2 26.0 23.7 12.4 14.8 10.7 
Important for three decisions 3 35.0 32.7 16.9 20.0 24.7 
Important for all four decisions 4 24.0 29.9 14.1 17.9 35.0 
 100.0 100.0 100.0 100.0 100.0 
 
These results do enable more shareholders to be scaled according to their use of 
information. Share price, profits, reputation of independent directors, reputation of 
managing directors, and advice from financial advisors can be scaled. The decision 
order is different for each type of information item. This finding suggests that while a 
scale may exist, the information has different importance for each share decision.  
 
The most significant outcome is that under the less strict conditions, accounting 
information such as assets, liabilities and an adverse audit report cannot be scaled. 
This supports the acceptance of the null hypothesis and strongly suggests that 
shareholders do not use information in a homogeneous way.  
 
5.12 Importance of Combined Accounting Information for Share Decisions 
The discussion in this chapter has been concerned with the level of importance of 
individual information items for the separate share decisions. Another perspective on 
the usefulness of information is that it is not used in isolation but, rather, used in 
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combination to form an overview of the share. This can be illustrated by the situation 
where the profits of a company have increased which suggests to shareholders that 
they should keep the share, however the level of liabilities has increased which 
suggests that the shares should be sold, while a write-down in assets could suggest 
voting against the incumbent directors. There are numerous combinations which 
affect the overall decisions of shareholders.  
 
In this context, it is presumed that accounting information such as level of profits, 
assets, liabilities, etc are used to evaluate shares but are not used in isolation. While 
the decision-model of natural shareholders is not known, it is now assumed that if 
information is useful it will be used to evaluate shares and ranked more important 
than other types of information. Specifically, accounting information should be 
ranked relatively highly compared to other information. If it is ranked relatively 
lowly, this provides evidence that shareholders do not perceive the information to be 
useful, rather, they rely on some other information before they use accounting 
information. 
5.12.1 Use of Standard Scores for Construction of Index 
This test requires the combination of the responses for shareholders to each type of 
information across the four decisions to form an index. An index as defined by Babbie 
(1990, p.149) is 'constructed through the simple cumulation of scores assigned to a 
specific responses to individual items comprising the index'. For example, for the use 
of hybrid accounting information, this requires the answers to three items in Q12 and 
two items in each of Questions: 13, 14, & 15. This is a total of 9 responses. 
Accounting information has three items in the four question which totals to 12 
responses.  The summation of each mean score to determine an index for all four 
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decisions is not appropriate, as the scores need to be standardised before they can be 
added together (de Vaus 1995, pp.270-274). When combining scores the relative 
distribution of the answers to particular questions can unduly affect the final ranking 
score. To explain this point, the importance of an adverse audit on decisions is used in 
Table 5.24.  
Table 5.24 Example of Standardisation Process 
 Sell Buy Keep Vote Score Calculation of Mean/Std. Score 
Raw Score 5 4 3 2 3.50 =Mean ( 5 +4 + 3 + 2)/4    = 3.50 
Mode 3 5 5 5   
Adjusted Score 2 -1 -2 -3   
Range 4 4 4 4   
Standardised Score 0.5 -0.25 -0.5 -0.75 -1.00 = Std.Score (0.5 + -0.25 +-0.5 +   
-0.75)= -1.00 
 
The first line represents the raw score with the total and mean provided from these 
figures. The second line provides the mode for all responses to these questions. The 
standard deviation can also be used (de Vaus p. 272). Line 3, the adjusted score, is the 
difference between the raw score of an individual and the mode. Line four is the 
statistical range in which the answers belong and line 5 is the adjusted score divided 
by the range. This figure represents the distance of the individual answer from the 
typical answer. A mean score of 3.5 becomes a standard score of -1. The standard 
scores for all information types can now be used to determine which information is 
the most useful. Standard scores for all information types are calculated and translated 
into to an index of 10 which is described as a Mean Index Score (MIS). 
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5.12.2 Purpose and Rationale of Mean Index Score 
The rationale for the index is that the relative strength of an individual shareholder 
response is measured against the response of all other shareholders. In the example in 
Table 5.24, this shareholder rated an adverse audit report as 3 (some importance) for 
the keep decision. The most common response by all shareholders is 5 (highly 
important). This response indicates that while this shareholder perceives the 
information as important, he/she has a view that is relatively different from most other 
shareholders. The standardised score reflects this whereas the mean from the raw 
score does not. The raw score mean of 3.5 gives a different interpretation on the use 
of the information, it indicates that overall the information is important but it cannot 
be said to reflect the same quality as other scores of 3.5 which have been derived from 
different raw scores. For example, scores of 5,5,2,2 could also have derived a mean 
score of 3.5. In other words, composite scores with the same value do not reflect the 
same level of importance. The same mean scores are not comparable. In this instance, 
a meaningful interpretation of the usefulness of information types requires a 
comparable figure, which the standardised score represents. 
 
The MIS is not used to measure the importance of the information, as the index does 
not refer to the scale on the questionnaire of Highly Important to No Importance/Not 
Used. Instead it indicates a score which is calculated by reference to the responses of 
all other shareholders. It provides a relative ranking of information across all 
decisions. Second, the index gives a measure of strength of use of the information 
compared to other information. 
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5.12.3 Importance of Information Using Mean Index Scores 
In this section, unlike the arguments in previous sections of this chapter, information 
is considered useful relative to other types of information. Information items are not 
compared to a pre-determined threshold of two-thirds of the sample or above a mean 
score of 3.5. The argument is that accounting information is considered useful when it 
is rated higher than many of the alternative types of information available. If other 
information, such as opinions in the financial media, is considered more useful than 
accounting information then natural shareholders are unlikely to rely on accounting 
information, as they believe other information to be more useful.  
 
The questionnaire provided 7 types of useful information. The three examples of 
general accounting information (accounting, hybrid accounting and audit), can be 
considered important/useful if they are ranked in the top four out of 7 alternatives. 
This is based on the premise that for information to be useful, it has to be relied upon 
for decisions. The top 70% is chosen, as there is not an even number for 66.66% of 7. 
Also, this threshold is chosen because it indicates that the information is perceived as 
more valuable than most of the alternatives. If three was chosen, this is below 50%, 
which does not provide a strong indication of the value of the information. It is 
assumed that shareholders can rely on accounting information. If they rely on other 
information, such as advice from financial advisors, rather than accounting 
information, then it cannot be assumed that accounting information is useful. Instead, 
it is used after alternative information. While it could be argued that the accounting 
information should be ranked the highest, this does not take into account that 
shareholders are assumed to use a variety of information sources. 
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The null hypothesis is that general accounting information is not more useful than 
other types of information for share decisions. 
 
An examination of the MIS can also be used to show whether the relative ranking of 
general accounting information is affected by share sophistication. This would 
provide data on the homogeneity of natural shareholders. The null hypothesis is that 
share sophistication does not affect the relative importance of general accounting 
information.  
 
5.12.4 Interpretation of Mean Index Scores 
The MIS and their ranks are calculated for all shareholders and the three SSI groups. 
The results are presented in Table 5.25. 
Table 5.25 Mean Index Scores (MIS) and rank 
 Low Sop Sop High Sop All 
 MIS SD Rank MIS SD Rank MIS SD Rank MIS SD Rank
     
Share Price 6.74 2.20 1 7.16 1.78 1 7.39 1.63 1 7.06 1.91 1 
Accounting  5.97 2.20 2 6.59 1.90 2 6.64 1.88 2 6.41 2.01 2 
Advisers 5.89 2.85 3 6.50 2.66 3 6.62 2.56 3 6.33 2.72 3 
Hybrid Acc 5.65 2.13 4 6.37 1.90 4 6.49 1.76 4 6.17 1.98 4 
Fin Media 5.37 2.26 5 5.91 1.91 5 6.17 2.01 6 5.78 2.05 5 
Auditors 5.36 2.56 7 5.64 2.45 6 6.44 2.34 5 5.68 2.48 6 
Directors 4.76 2.32 6 5.36 2.26 7 6.14 2.05 7 5.28 2.29 7 
 
It is clear that accounting information can be relied on relative to other relevant 
information. The entire shareholder group and each of the three classes ranked it 
number 2 behind the use of the share price. Financial advisers was ranked consistently 
third with hybrid accounting fourth. This provides evidence that profits, assets and 
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liabilities are more important to shareholders than advice, or the hybrid accounting 
information of price-earnings and dividend yield ratios. The audit report, financial 
media and information about directors were in the last three items for the three SSI 
groups and for the entire group of shareholders. It should be noted that information 
that ranked below 4 does not mean it is not relevant, rather, it means it is not as 
important as other information. 
 
The MIS ranking provides evidence that the null hypothesis cannot be accepted and 
suggests that shareholders find accounting and hybrid accounting information 
important relative to other information. It also suggests that the ranking of information 
is not affected by the share sophistication and that shareholders are homogeneous in 
their ranking of information. 
 
While the SSI groups ranked the importance of information the same, they ascribe 
different weights to their importance. The trend in Table 5.25 indicates that the 
strength of the MIS increases with the level of share sophistication. In section 5.4 a 
similar trend was identified in the proportions of shareholders, however, that trend is 
not as strong. The MIS shows that the weighting of importance for every information 
type increases according to share sophistication. The implication of the MIS trend is 
that HS shareholders believe that the information has more importance than both S 
and LS shareholders and S shareholders rate the information more important than LS 
shareholders.  
 
While shareholders rank the information in almost the same order, HS shareholders 
have stronger views on the level of importance. It can be argued that HS shareholders 
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have a better understanding of the significance of the information than the other 
groups. In other words, all shareholders believe that accounting information is the 
second most important consideration but HS shareholders believe it has more 
information than S and LS shareholders. These data support the argument that 
shareholders are not a homogeneous group in their perception of the importance of 
accounting, hybrid accounting and audit information. 
 
5.13 Summary  
The discussion in this Chapter provided clear evidence on whether natural 
shareholders perceive accounting, hybrid -accounting and the auditing information as 
important in share decisions. Data were also provided to test whether share 
sophistication was a factor in these perceptions.  
 
A range of statistical information was generated from the questionnaire. This included 
the calculation of proportions and mean scores. Both of these were tested against a 
pre-determined threshold.  These data were prepared for the entire group of 
shareholders as well for the three SSI groups. Data from the three SSI groups were 
analysed for significant differences between groups. 
 
The Guttman scaling technique was used. to examine whether natural shareholders 
have an identifiable pattern in their perceptions. Finally, the responses to each 
information type were combined to provide a Mean Index Score. This score is used to 
identify the relative ranking of accounting information for the entire group of 
shareholders and for each SSI group. 
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5.13.1 Entire Group of Shareholders 
Accounting and audit information were not considered important for any share 
decision by more than two-thirds of the group. Hybrid accounting information is 
perceived as important for the buy and keep decision. 
 
The overall rating, as indicated by mean scores of information items, shows that all 
accounting and hybrid accounting items are rated important for the buy and keep 
decisions whereas information about two items, assets and liabilities, are also 
important for the sell decision. Audit information is not considered important in these 
decisions and none of the information is rated important in the vote decision. 
 
The Guttman scale provided evidence that there is not an underlying pattern in the use 
of accounting and audit information. However, a consistent pattern was evident for 
the use of hybrid-accounting information. 
 
The MIS, a combination of the ratings for each information type across the four 
decisions, indicated that the entire group of shareholders rank accounting and hybrid 
accounting information as relatively important compared to most other information 
types. 
 
5.13.2 Share Sophistication Groups 
The analysis of the three shareholder group provided information about the level of 
homogeneity of natural shareholders. 
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The calculation of proportions for each group showed the following groups exceeded 
the two-thirds threshold: 
• HS shareholders believe that the auditors' report is important for the sell decision. 
• S and LS shareholders believe that profits, dividend yields and price-earnings ratio 
are important for the buy and keep decisions. 
 
None of the groups used any of the information items for the vote decision. 
 
The calculation of the mean scores for each group showed the following: 
• For the sell decision HS shareholders rated all accounting and audit information 
important whereas S shareholders rated two accounting items and the audit report 
as important. LS shareholders did not rate any information as important for this 
decision. 
• For the buy decision the three groups considered all information items, except 
audit, important. 
• The mean scores for the keep decision indicated that HS shareholders used all 
information types. S shareholders used all information types except audit and the 
LS shareholders did not use the audit report and the level of liabilities. 
• For the vote decision only the level of profits was used by the HS shareholders.  
 
Further analysis of the different levels of importance that each group attaches to the 
information items was conducted through a difference of means test. The following 
evidence was generated. 
• For the sell decision, HS and S shareholders ranked all accounting, hybrid 
accounting items and the audit as more important than LS shareholders. Compared 
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to S shareholders, HS shareholders ranked the level of assets and the auditors 
report as more important.  
• For the buy decision, HS ranked price-earnings ratio higher than S shareholders. 
Compared to LS shareholders S shareholders ranked hybrid accounting items as 
more important. 
• For the keep decision, HS shareholders ranked the auditors' report as more 
important than the other groups. They also rated liabilities and dividend yield 
more important than LS shareholder. S shareholders ranked liabilities and 
dividend yield as more important than LS shareholders. 
• Data about the vote decision showed that HS ranked the auditors' report higher 
than the other groups. They also ranked profits, price-earnings ratio and dividend 
yield as more important than LS shareholders. S shareholders ranked all items 
except for the auditors' report as more important than LS shareholders. 
 
Finally the MIS index provided evidence that all the three groups rated accounting 
and hybrid accounting information as relatively more important than most other 
information. It also indicated that the higher the level of share sophistication the more 
weight shareholders attached to all information. 
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Chapter Six 
 
Reliability and Auditor Independence 
 
6.1 Introduction 
In Chapter 5 a discussion on the importance or relevance of information was 
conducted. In this chapter, the debate is extended to the investigation into the 
reliability of accounting and audit information. The discussion is based on the 
assumptions that investors do rely on accounting information because it is reliable. 
  
The terms 'rely on' and 'reliability' are used widely in the conceptual framework. The 
two main contexts are: 
 
(i) General purpose financial reporting focuses on providing information to meet the common 
information needs of users who are unable to command the preparation of reports tailored to 
their particular information needs.  These users must rely on the information communicated to 
them by the reporting entity  (SAC 2 para. 7). 
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[and] 
 
(ii) The reliability of financial information will be determined by the degree of correspondence 
between what that information conveys to users and the underlying transactions and events 
that have occurred and been measured and displayed.  Reliable information will, without bias 
or undue error, faithfully represent those transactions and events (SAC 3 para. 16). 
 
In this context, 'rely on ' is assumed to mean that shareholders are able to trust the 
information, i.e., they can accept that it is true without seeking confirmation from 
other sources. Therefore, the accounting and audit information that is provided by the 
firm to the shareholder should mean that the shareholders accept it on face value. The 
rationale is that the information is reliable. This quality of reliability is obtained 
through the rules and processes that govern the preparation of financial accounting 
reports. A fundamental attribute of reliable information is the perceived independence 
of the auditor.  
 
The subject in this chapter are the issues of: whether shareholders believe accounting 
information is reliable; whether they rely on this accounting information; and the 
influence of auditor independence in their decision-making.   
 
6.2 Research Question 
The specific research questions are: 
Research Q.1(d) What qualities make accounting information reliable? 
Research Q.1(e) Does the reliance on accounting information depend on shareholder 
sophistication? 
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Research Q.2(a) Does the perception of impaired auditor independence affect the 
reliability of accounting information? 
 
Research Q.2(b) Are shareholders homogeneous in their views of reliability and 
auditor independence? 
 
Research Question 1(d) is tested by the reliability factors that are ranked by 
shareholders in response to questions 16, 17,18 and 20 in the survey. Again, both the 
proportions and means are used to determine shareholder opinions. Data for Research 
Q1 (e) are generated through the application of the SSI index and Guttman Scaling. 
 
Three examples of auditor behaviour which can impair independence are provided in 
questions 23-25 on the survey. Both mean scores and proportions are used to answer 
Research Q.2(a). The SSI index and Guttman scaling are used to answer Research 
Q.2(b). 
 
6.3 Reliability Factors 
The investigation into the reliability of accounting information requires the 
identification of qualities or factors that provide reliability in the minds of natural 
shareholders. Within the survey, there is a range of questions that deal with 
accounting, hybrid accounting and audit information and the qualities that enable 
shareholders to rely on such information. Question 16 asks about the profit figure and 
Q.18 asks about assets and liabilities (both accounting items). A separate question 
(Q.20) covers the audit report and Q.17 deals with dividend yield and payout ratios 
(hybrid accounting information). In each of these questions, the factors that are 
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assumed to provide reliability to the information are listed for shareholders to state 
whether they agree that those factors provide reliability. The reliability factors are:  
(i) an independent audit; 
(ii) directors' statement; 
(iii) use of approved accounting standards; and 
(iv) in accordance with the Corporations Law. 
 
A methodology similar to that used in Chapter 5 is used to answer the research 
questions on reliability. Data from the questionnaire are used to calculate the 
proportions of shareholders who believe that each of the reliability factors is 
important in their use of accounting, hybrid accounting and audit information. These 
proportions are measured against a predetermined criterion.  
 
Proportions for each of the SSI groups are calculated to answer questions about the 
influence of share sophistication on the perceptions of shareholders. Mean scores for 
each of the reliability factors of all accounting information are calculated and 
measured for their perceived importance. Mean scores are also calculated for the SSI 
groups. To test the homogeneity of shareholders further, Guttman scaling is applied to 
the responses of the shareholders. 
 
In Chapter 5, information was considered important when more than 66.67% of 
shareholders rated it important or when the mean scores were above 3.5.  For the 
research questions on the reliability factors the same thresholds are adopted as they 
provide a consistent approach to the evaluation of the strength of views of 
shareholders. For each of the accounting, hybrid accounting items and the auditors' 
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report, the reliability factor is considered effective when the shareholder either agrees 
or strongly agrees that it enables them to rely on the information items.  
6.3.1 Accounting, Hybrid Accounting and Reliability Factors 
There are three examples of relevant information which are examined for their 
reliability: 
(a)asset/liabilities; 
(b)profits; and 
(c)dividend yield/payout ratios. 
 
A specific reliability factor is considered to enable shareholders to 'rely on' such 
information if more than 66.67% of shareholders agree. If shareholders can rely on 
information due to a reliability factor, then the reliability factor is adding credibility to 
that information. Therefore, the null hypotheses for each reliability factor is that: less 
than 66.67% of shareholders believe the reliability factor is important for accounting 
information and hybrid accounting items. This represents a total of 12 hypotheses to 
be tested and for brevity, they are not shown for each of the information items. 
 
In Table 6.1 the summary of the responses for Questions 16,17 & 18 of the survey are 
reported. Shareholders were asked whether they agreed that the reliability factors 
(audit, directors statements, corporations law, accounting standards) enabled them to 
rely on financial information of profits, dividend yield/payout ratios and 
assets/liabilities.  
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Table 6.1 Reliability Factors and Accounting and Hybrid Accounting Items 
 Profits Dividend 
Yield/Payout 
Assets & 
Liabilities 
Reliability Factor No % No % No % 
Audit 492 80 433 70.4 467 75.9 
Directors 325 52.8** 484 78.7 310 50.4**
Acc. Standards 428 69.6 444 72.2 419 68.1 
Corp. Law 444 72.2 346 56.3** 421 68.5 
** Significantly different from a population prop of 66.67% at p < 0.01.  
The number of shareholders who believe that the independent audit and the use of 
approved accounting standards provided reliability exceeded 66.67% for all three 
pieces of data. The null hypothesis for the reliability factors of audit and accounting 
standards is rejected. This result confirms the importance of the independent audit and 
approved accounting standards in the confidence of the shareholders to rely on 
information. 
 
The directors' statement only added credibility to dividend ratios as the proportion 
who believed it added credibility to the accounting figures was significantly below a 
population proportion of 66.67%. In this case, the null hypothesis that directors' 
statement adds credibility to dividend yields is rejected and the null is accepted for 
profits and assets/liabilities.  
 
The observation of the rules in the Corporations Law adds credibility to profit and 
asset/liability figures, (reject the null) and is not important for dividend yield/payout 
(accept the null).  
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It appears that shareholders believe that the directors' statement does not add 
credibility to accounting figures of assets/liabilities and profits but rather to hybrid 
accounting information such as dividend yield and payout ratios. This suggests that 
shareholders believe that these hybrid figures are not directly subject to audits or the 
rules of company legislation and are controlled by directors. On the other hand, 
shareholders believe the accounting information such as profits is reliable because it is 
not perceived as the representation of management but as independent and unbiased 
information as the result of the three reliability factors of audit, approved accounting 
standards and the Corporations Law.  
6.3.2 Auditors' Report and Reliability Factors 
The information in Question 20 of the survey specified four reliability factors for the 
Audit Report and asked shareholders whether they agreed that these factors enabled 
them to rely on the report. The audit report is treated separately from the 
independence of the audit. The independent audit means that the financial statements 
have been audited and, therefore, all the information should have increased reliability 
as a result. The auditors' report, however, is a separate item of information that 
confirms the audit has occurred and contains the opinion of the auditor. In the 
previous section, the independent audit was considered as a reliability factor, in this 
section, the specific processes that enable an audit report to be relied on are 
considered. In other words, what qualities enable an audit report to be considered 
reliable? 
The qualities considered are: 
(a) Corporations Law; 
(b) Accounting Standards; 
(c) Independent Expertise of the Auditor; 
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(d) Reputation of the Audit Firm; 
 
If the reliability factors add credibility to the audit report then more than 66.67% of 
shareholders will agree. The null hypotheses is that for each reliability factor, less 
than 66.67% of shareholders believe those factors are important in their reliance of 
the auditors' report. The results are reported in Table 6.2.  
Table 6.2 Reliability Factors and the Auditors Report 
Information Auditors' Report 
Reliability Factor No % 
Accounting Standards 436 70.9 
Corporations Law 428 69.6 
Independent Expert 432 70.2 
Audit Firm Reputation 423 68.8 
 
The numbers and proportions in Table 6.2 clearly show that shareholders believe that 
the report has credibility due to the combination of: approved accounting standards, 
independent expertise of auditors, compliance with corporations law and when the 
audit firm has a good reputation. The null hypotheses are rejected as all of the factors 
are above the 66.67% threshold. 
 
6.3.3 Level of Importance of Reliability Factors for Accounting and Hybrid 
Accounting Items 
For a reliability factor to be considered to add credibility it should have a mean score 
above 3.5. 
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Table 6.3 provides the mean scores for the reliability factors for the accounting and 
hybrid accounting information. The null hypotheses are that each reliability factor is 
rated below 3.5 for the accounting, hybrid accounting and auditors' report. In other 
words, shareholders do not rate the reliability factors as important in their use of the 
information. 
Table 6.3 Descriptive Statistics of reliability factors  
Factor Assets/Liab DivYield/Pay Profits 
 M SD M SD M SD 
Audit 3.94 0.86 3.86 0.86 4.02 0.84 
Directors 3.42** 0.89 3.53 0.86 3.44* 0.89 
Acc. Standards 3.79 0.83 3.98 0.81 3.84 0.83 
Corporations Law 3.83 0.83 3.86 0.84 3.91 0.85 
** Significant difference from a mean of 3.5 at p< 0.01  * Significant p<0.05 
The level of the mean scores indicate that the audit process, accounting standards and 
the Corporations Law are perceived as adding reliability to all the financial 
information items. The null hypothesis for these reliability factors is rejected.  
 
The directors' statements added credibility to the dividend figures only. This is 
consistent with the findings in S.6.3.1. Regarding the reliability qualities of directors, 
the null is not accepted for the dividend figures and is not rejected for assets/liabilities 
and profits. This supports the premise that directors' statements are perceived as 
relatively less important to increase the credibility of accounting information than 
other factors. 
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6.3.4 The Level of Importance of Reliability Factors of the Auditors' Report 
The mean scores of the reliability factors of the audit report are used to determine the 
level of importance of the reliability factors. The results are presented in Table 6.4. 
Table 6.4 Descriptive Statistics of Use of Audit Report and reliability factors  
 Reliability Factor All Shareholders
 M SD 
Accounting Standards 3.82 0.81 
Independent Experts 3.84 0.81 
Corporations. Law 3.84 0.82 
Audit Firm Reputation. 3.83 0.82 
 
All reliability factors are above a mean score of 3.5 and can be assumed to add 
credibility to the auditors' report. The null hypotheses cannot be accepted. These 
responses show that the credibility of the auditors' report is based on a number of 
factors rather than a single factor. 
 
6.4 The Effect of Share Sophistication  
The SSI groups were used to test whether the level of share sophistication influenced 
the perception of all the reliability factors and the auditors' report.  However, the level 
of share sophistication is not a factor in the perception of shareholders of the 
credibility of the reliability factors.  
 
There is only one instance of a difference between the entire group and the SSI 
groups. Less than 66.67% of the entire shareholder group believed that directors' 
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statements added credibility to the information. This perception is continued under the 
share sophistication classification. In this case, high sophistication shareholders also 
ranked the directors' statement below the threshold but not significantly different from 
a 66.67% proportion in the population. It appears that HS shareholders do not believe 
that directors add credibility to all information items. However, as this is the only 
instance, it can be assumed that share sophistication is not a factor in the perception of 
the reliability factors. The results of the difference of means tests are reported in 
Tables 6.5 to 6.8. 
Table 6.5 Difference of means between shareholder groups for use of profits and 
reliability factors  
Factor HS/LS HS/S S/LS 
 Z score Prob Z score Prob Z score Prob 
Audit -0.17 0.86 -0.69 0.49 -0.64 0.52 
Directors -0.83 0.41 -1.80 0.07 -1.48 0.14 
Acc.stds. -0.35 0.73 -0.10 0.92 -0.40 0.69 
Corp.law -0.16 0.87 -0.08 0.94 -0.36 0.72 
Table 6.6 Difference of means between shareholder groups for use of dividend 
yield and reliability factors 
Factor HS/LS HS/S S/LS 
 Z score Prob Z score Prob Z score Prob 
Acc. Stds -0.01 0.99 -0.33 0.74 -0.49 0.62 
Corp.Law -0.68 0.50 -0.78 0.43 -0.03 0.98 
Directors -0.73 0.47 -0.55 0.58 -0.34 0.74 
Audit -0.39 0.70 -0.27 0.79 -0.23 0.82 
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Table 6.7 Difference of means between shareholder groups for use of assets & 
liabilities and reliability factors 
Factor HS/LS HS/S S/LS 
 Z score Prob Z score Prob Z score Prob 
Audit -0.38 0.70 -0.69 0.49 -0.42 0.67 
Directors -1.03 0.31 -2.16 0.03 -1.57 0.12 
Acc.Stds. -0.21 0.83 -0.29 0.77 -0.73 0.47 
Corp.Law -0.49 0.63 -0.19 0.85 -1.01 0.31 
 
Table 6.8 Difference of means between shareholder groups for use of auditors' 
report and reliability factors 
Factor HS/LS HS/S S/LS 
 Z score Prob Z score Prob Z score Prob 
Acc.stds -1.03 0.30 -0.39 0.70 -1.01 0.31 
Independent -0.03 0.97 -0.39 0.70 -0.61 0.54 
Corp. Law -0.66 0.51 -0.50 0.62 -0.29 0.77 
Audit Rep. -0.77 0.44 -0.89 0.38 -0.15 0.88 
 
Further analysis was conducted to test whether there are significant differences 
between the SSI groups in the mean scores of the reliability factors for each financial 
information item and auditors' report. A difference of means test was conducted on 
the scores of each group. There is only one instance of a significant difference. The 
comparison between HS and S shareholders regarding directors' statements on assets 
and liability shows the HS shareholders rate directors' statements significantly higher 
than S shareholders at the 0.05 level.  
 
On this basis, it can be assumed that the level of share sophistication does not affect 
the perceived importance of three reliability factors: accounting standards, 
corporations law and audit firm reputation on the reliability of the auditors ' report. 
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There is evidence that share sophistication does influence the perception of the 
reliability of directors' statements on accounting items. 
 
6.5 Patterns of Shareholder Opinions on Reliability Factors 
The mean scores and proportions of shareholders who agree that the reliability factors 
increase the credibility of accounting and hybrid accounting information provide a 
consistent trend. Shareholders believe that the audit, accounting standards and 
Corporations  law do enable them to have confidence in the information that is 
provided. This confidence is not the same for directors' statements. It appears that 
shareholders may believe that, as directors are responsible for the preparation of the 
accounting information such as profits, their statements do not add as much to the 
reliability of the information. On the other hand, an independent audit or compliance 
with the Corporations  Law and accounting standards, which are regulated outside the 
control of management, does improve reliability. In contrast, the directors' statements 
do add credibility to dividend yields/payout ratios. Management normally makes 
decisions about dividend payments and shareholders perceive that directors strengthen 
the reliability of dividend yield and payout ratios. A possible reason is that directors 
have to ensure that the cash is available to meet the dividend commitments and their 
statements add credibility to this decision. 
 
The reliability factors for the audit report are all perceived to add credibility. This 
perception endorses the accounting profession's assumption that accounting standards 
and independence are important to the reliability of the audit. Also the reputation of 
the audit firm and the Corporations Law are deemed to be important to shareholders. 
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The consistency of responses by natural shareholders suggests an underlying 
dimension to their perceptions of the reliability factors and audit report. To test further 
whether shareholders are homogeneous in their views, the Guttman scaling technique 
is applied. Table 6.9 reports the scaling criteria and scale order. 
Table 6.9 Shareholder Perceptions of Reliability Factors- Guttman Scaling 
Techniques 
Information Marginals 
Reliability of Information 
Order CR MMR CS 
 Audit(Au) Dir St(D) Ac Std (S) C.Law(C)    
Profit 0.77 0.51 0.68 0.71 AuCAD 0.91 0.48 0.84 
Div.Yield/Payout 0.75 0.54 0.68 0.70 AuCAD 0.91 0.48 0.82 
Asset and Liability 0.73 0.49 0.66 0.67 AuCAD 0.93 0.64 0.81 
 
 
The reliability factors are scalable according to Guttman scaling technique. (This is 
discussed in section 5.5.) The CR is greater than 0.90 and the MMR is not large and 
the CS is above 0.5. The scale order of Audit (Au) Corporations Law(C) Accounting 
Standards (S) Directors' Statements (S) is based on the scale which shows that the 
audit is the common factor in the reliance on the accounting and hybrid accounting 
information. This is a strong result as it indicates that not only natural shareholders 
have a definite pattern for their perception of reliability but they also have the same 
pattern for each of the accounting and hybrid accounting information items. The scale 
is presented in Table 6.10. 
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Table 6.10 Guttman Scale of Reliability Factors 
Reliability Factor Scale Profits Div.Yld/Pay Assets/Liabilities
 % % % 
No qualities for reliance 0 13.33 18.21 19.02 
Rely on independent audit only 1 13.01 11.71 12.52 
Rely on ind.audit and corporations law 2 21.30 15.61 18.21 
Rely on ind.audit, co. law & acc.stds 3 6.99 5.04 4.39 
Rely on ind.audit, co. law, acc.stds & 
dir.st. 
4 45.37 49.43 45.85 
Total N/A 100.00 100.00 100.00 
 
Table 6.10 shows the percentage of usage. The audit is the primary reliability factor 
that is used by shareholders for each information item. To illustrate the scale, the 
reliability factors on profit figures are discussed here. There are 13.01% of 
shareholders who believe that they can rely on profits due to only one factor, which is 
the audit process. 21.3% of shareholders believe that they can rely on profit figures 
due to two factors, the audit and the Corporations Law. Only 6.99% believe they can 
rely on profit figures due to the combination of three factors rely- audit, Corporations  
law and accounting standards. 45.37% of shareholders rely on all four factors. While 
the proportions differ between information items, the pattern is the same. 
 
The underlying dimension is that shareholders have the same pattern of perceptions 
about the reliability factors. The interpretation of Table 6.10 compared with the raw 
proportions in Table 6.1 needs clarification. In Table 6.1 the proportion of 
shareholders who relied on the audit for the profit figure is 80%. In Table 6.10, the 
percentage of shareholders who rely on the profit due to the audit report adds to 
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86.33% (13.01% + 21.30% + 16.99% + 45.37% = 86.33%). This is the sum of the 
percentages of shareholders that use the audit for reliance on profits. This apparent 
discrepancy is explained by reference to scalogram theory (Guttman, 1950, p.64) 
which accepts that perfect scales do not exist, i.e., there will be scale errors, but that a 
common characteristic can be measured reliably. Since a scale exists, then those 
shareholders who use only one reliability factor (13.01% for profits) will most likely 
use the audit rather than other reliability factors. The responses from the shareholders 
indicate that 13.01% used only one factor and the existence of the scale suggests that 
it will be the independent audit.  
 
It should be noted that those who use the three factors of audit, Corporations Law and 
accounting standards are not substantially different from shareholders who use two 
factors. This suggests that shareholders do not distinguish accounting standards from 
the requirements of the audit and Corporations Law. Guttman scaling does allow for 
the amalgamation of items to form a contrived item. This is possible when two items 
are ranked the same by a similar number of respondents. The importance of 
accounting standards and the Corporations Law meet this criterion and could be 
amalgamated to form a 'contrived item', as outlined by McIver & Carmines (1981, p. 
62). However this is not done here, as data about each reliability factor are considered 
relevant for the discussion. 
 
For each of the information items there is a group of shareholders who do not believe 
that any of the reliability factors enable shareholders to rely on that information. 
There are shareholders who do not believe any of the reliability factors make the 
information more reliable; 13.33% for the profit figures, 18.21% who do not believe 
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the dividend figures are more reliable and 19.02% who do not believe asset/liability 
figures are more important. This is clearly a minority of shareholders. A strong result 
is that more than 80% of all shareholders believe that the information items are more 
reliable due to the independent audit. From this scale it can be assumed that 
shareholders are homogeneous in their perception of the reliability factors and that the 
independent audit is the most important reliability factor. 
 
The Guttman scaling technique is applied to the responses of shareholders about the 
reliability factors of the auditor's report. Factors that are assumed to improve the 
reliability of the auditors' report are: the independent expertise of auditors (I), the 
reputation of the audit firm(R), the application of accounting standards (S) and the 
provisions of the Corporations Law(C).  The results are reported in Tables 6.11 and 
6.12. 
Table 6.11 Shareholder Perceptions of the Auditors' Report Using Guttman 
Scaling Techniques 
Information Marginals 
Reliability of Information 
Order CR MMR CS 
 IndExp(I) Rep.(R) Ac.Std(S) C.Law(C)     
Auditors Report 0.70 0.69 0.71 0.70 SCIR 0.91 0.69 0.70 
 
 209 
 
Table 6.12 Scale of Reliability Factors and Auditors' Report 
Reliability Factor Scale Profits 
 % 
Do not rely on any factor 0 20.65 
Rely on accounting standards only 1 6.02 
Rely on acc.stds and corporations law 2 4.39 
Rely on acc.stds, corp.law and expertise 3 10.24 
Rely on acc.stds,corp.law, expertise and reputation 4 58.70 
Total N/A 100.00 
 
 
The reliability factors of the audit report are relatively uniform and do allow for a 
Guttman scale to be derived. The scale of reliability factors for the auditors report 
shows that 58.70% of shareholders believe that all four factors add credibility. A total 
of 79.35% of shareholders rely on at least one factor. However, there is only a 
marginal increase in use from one factor to three factors. The percentages are: 6.09% 
for one factor, two factors 4.39%, and three factors 10.24%. It can be concluded that 
shareholders do not differentiate between the four reliability factors for the audit 
report. The proportion of shareholders who use three or more of the reliability factors 
is over 79%, which represents a significant majority. In this case, it can be asserted 
that shareholders are homogeneous in their views on the reliability factors for the 
independent audit. 
 
 
 210 
6.6 Perceptions of Impaired Independence-Effects on shareholders 
Research into the perceived effects of impaired independence is ambiguous (see 
section 2.12). The accounting profession requires that auditors be independent in both 
fact and appearance. The discussion in this section deals with Research Question 2 
whether shareholders are affected by perceptions of impaired independence. 
 
Data for Research Q.2(a) are generated from responses from survey questions 21-24. 
These questions raise issues that could affect the perceived independence of auditors.  
The responses of shareholders to the importance (relevance) of accounting and audit 
information are used to form groups. The opinions of each group on specific 
reliability and independence questions are determined through calculation of 
proportions and mean scores. 
 
Evidence for Research Q.2(b) is gathered through the use of the SSI Index. Further 
analysis of shareholder homogeneity is undertaken by the application of Guttman 
scaling techniques. 
 
There are three circumstances covered in the questionnaire. Q.23 involves the audit 
firm receiving substantial consultancy fees from its audit client; Q.24 states that the 
auditor is also a shareholder in the audit client; and Q.25 involves an audit firm 
auditing the same client for over 7 years. Two of the scenarios, Q23 &Q.25, relate to 
independence in appearance while Q.24 involves independence in appearance and in 
fact as auditors are not allowed to own shares in their clients' companies. 
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The term 'substantial consultancy fees' implies that the fees are important to the audit 
firm and have the potential to cause the appearance of financial dependency of the 
audit firm. This situation is prohibited in Statement of Audit Practice, AUP 32, para. 
44(e). The level of shareholding is not specified but this relationship is also prohibited 
in AUP 32, para. 34(a). While the rotation of auditors after seven years is not 
compulsory, this procedure was suggested in ED 40 (1991) and supported by a 
number of writers including the Working Party commissioned by the ASCPA and 
ICA who produced a series of recommendations in A Research Study on Financial 
Reporting and Auditing: Bridging the Expectation Gap (1994). 
 
While there are assumptions about the share behaviour and use of information by 
natural shareholders, little is known about the decision model of this group. The issue 
of shareholder perceptions is complex. Many individuals may acknowledge a problem 
but have significantly different responses or reactions. In other words, a perceived 
problem may not be deemed as serious by one shareholder as by another. In this 
context, four possible reactions were suggested to shareholders. This is not an 
exhaustive list but it is based on the premise that the perceived impaired independence 
of the auditor will affect the decisions of shareholders. 
 
The questions provide four alternative actions about which the shareholders can 
strongly agree, agree, have no opinion, disagree or strongly disagree. The alternatives 
are: 
 
(i) Think about selling shares. 
(ii) Think about complaining to the Board of Directors. 
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(iii) Not rely on accounting information provided by the company. 
(iv) Not rely on directors' statements. 
 
Think about selling shares 
This alternative acknowledges that the shareholder believes that audit independence is 
impaired to such an extent that the shareholder cannot be confident that their 
investment is safe. 
 
Think about complaining to board of directors 
This response would indicate that shareholders are concerned by the relationship 
between the auditor and the firm and believe such relationship should be stopped. 
 
 Not rely on accounting information provided by the company 
In this case, shareholders believe that they cannot trust accounting information and 
they would need to seek alternative information sources for decision-making. 
 
 Not rely on directors' statements 
This reaction indicates that shareholders would not trust the reliability of directors' 
statements and would need to seek alternative information sources. 
 
These questions are intended to determine whether independence is perceived to be 
impaired by these relationships. Evidence about the effect of impaired independence 
is derived from the responses that shareholders give when confronted with the three 
instances that could be perceived to impair the independence of the auditors.  
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Rather than formally state a null hypothesis for each of the 72 responses (3 questions 
x 4 answers x 6 groups), the interpretation of the responses will be used to comment 
on the following statements: 
 
(i) substantial consulting fees paid to the auditor impairs perceived independence; 
(ii) share ownership by an auditor in the audit client does not impair perceived 
independence; and 
(iii) audit contracts over seven years impair perceived independence. 
 
6.7 Thresholds for Perceived Auditor Independence 
As previously discussed in sections 5.3 & 6.3 the threshold for the proportion of 
shareholders who believe information is important or reliable has been set at 66.67%. 
For perceived independence, this is not appropriate. Before determining an 
appropriate threshold, the status and reputation of the accounting profession and the 
effect on the capital market should be considered. 
 
A profession is assumed to enjoy the confidence of the public and to serve all society. 
While 100% satisfaction is not a realistic figure, a professional body ought to require 
more than 50% of the public to trust its members to be considered a profession. The 
capital market relies on the information that is supplied to it by companies. If this 
information is not considered reliable, investors would not have the confidence to 
provide capital and would seek other investment opportunities or demand a higher 
rate of return.  Also, it is assumed that the market would find alternative information 
sources if accounting information were not considered reliable. The question arises: 
When is information not considered reliable?  A simple majority does not sufficiently 
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recognise the views of the minority of the population. For this reason, 33.33% is 
chosen to indicate that a significant level of concern exists. If more than 50% of 
natural shareholders are concerned this represents a perception of impaired 
independence by those involved in the capital markets. Tables 6.14-6.16 provide the 
shareholder proportions and Yes/No categories on whether the proportions meet the 
'significant concern' level of 33.33% or the 'impaired independence' level of 50%. 
Each of the reactions are supported by a statistical test of proportions at a 0.01 
probability. 
6.8.1 Consultancy Fees 
An analysis of the proportions of shareholders who believe that consulting fees can 
impair audit independence is reported in Table 6.13. 
 
Table 6.13 Effect of substantial consulting fees on decisions by shareholders 
Shareholder Views The audit firm is receiving substantial 
consultancy fees from audit client 
 Proportion Significant 
Concern 
Impaired 
Independence 
Think about selling shares 0.41 Yes No 
Think about complaining 0.44 Yes No 
Not rely on accounting information 0.59 Yes Yes 
Not rely on Directors' statements 0.54 Yes Yes 
 
Table 6.13 indicates that audit firms who also receive substantial consultancy fees 
raise concerns with shareholders. Using the 33.33% proportion as the 'significant 
concern' benchmark, shareholders are thinking about taking action to sell shares or 
complain, and they are not relying on the accounting reports or the directors' 
statements.  The 'impaired independence' benchmark of 50% is reached on the non-
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reliance on the accounts and directors' statements. This is a strong result. More than 
50% of shareholders believe that they cannot rely on the information supplied to them 
when the audit firm receives substantial consultancy fees.  
 
Further analysis of shareholders' opinions was conducted through the calculation of 
mean scores on the level of agreement. These are reported in Table 6.14. 
Table 6.14 Mean scores of shareholders opinions on the level of consultancy fees 
 The audit firm is receiving 
substantial consultancy fees 
from audit client 
Shareholder Views Mean Important 
Think about selling shares 3.29 No 
Think about complaining to Dir. 3.38 No 
Not rely on accounting info. 3.64 Yes 
Not rely on Directors' statements 3.57 Yes 
 
The statistics in Table 6.14 suggest that the receipt of significant consultancy fees 
causes shareholders to believe that they cannot rely on both accounting information 
and directors' statements. It should be noted that the mean scores are calculated for all 
shareholders including those who were not concerned with the independence issue. 
 
This finding supports the interpretation of the use of proportions that implied that 
auditor independence is impaired by the receipt of consultancy fees. In particular, 
shareholders as a group would not rely on accounting information or directors' 
statements. 
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6.8.2 Effect of auditor holding shares in audit client 
The second issue considered is the effect of auditors holding shares in the audit client 
and the proportion of shareholders who are concerned is reported in Table 6.15. 
Table 6.15 Effect of auditor holding shares in audit client on decisions by 
shareholders 
 The auditor is a shareholder in the 
audit client 
Shareholder Views Proportion Significant 
Concern 
Impaired 
Independence
Think about selling shares 0.29 No No 
Think about complaining 0.33 Yes No 
Not rely on accounting information 0.44 Yes No 
Not rely on Directors' statements 0.42 Yes No 
 
The proportion of shareholders who were concerned about share ownership in an 
audit client indicates significant concern. In particular, shareholders think about 
complaining to the board and would not rely on either the accounting information or 
directors' statement. Nonetheless, shareholding by auditors does cause unease with 
shareholders and adversely affect their perception of the reliability of accounting 
reports and directors' statements. This finding confirms the appropriateness of the 
prohibitions on share ownership in AUP 32. 
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The mean scores in Table 6.16 suggest that shareholders are not concerned with share 
ownership of auditors. 
Table 6.16 Mean scores of shareholders' opinions on auditor holding shares in 
audit client 
 The auditor is a shareholder in 
the audit client 
Shareholder Views Mean Important 
Think about selling shares 3.04 No 
Think about complaining 3.18 No 
Not rely on accounting info. 3.36 No 
Not rely on Directors' statements 3.35 No 
 
This apparent contradiction between the number of shareholders who stated they were 
concerned can be explained by reference to extreme views and the proportion levels. 
While the proportions showed significant concerns when the proportions were above 
33%, a majority was never reached. This implies that the majority of shareholders did 
not believe share ownership affected audit independence and it is this factor that keeps 
the mean scores below 3.5. 
 
It can be concluded that share ownership by auditors in their audit clients does cause 
significant concern and, therefore, perceived independence is impaired by this 
behaviour. 
6.8.3 Effect of same auditor for seven years on decisions by shareholders 
The third instance considered is the effect of a company using the same auditor for 
over seven years. The number and mean scores of shareholders who agreed that long-
term audit contracts affect independence are provided in Table 6.17 and 6.18 
respectively.  
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Table 6.17 Effect of same auditor for seven years on decisions by shareholders 
 For seven year the same auditor was 
responsible for the audit  
Shareholder Views Proportion. Significant 
Concern 
Impaired 
Independence
Think about selling shares 0.11 No No 
Think about complaining 0.12 No No 
Not rely on accounting information 0.17 No No 
Not rely on Directors' statements 0.15 No No 
 
Table 6.18 Mean scores of the effect of same auditor for seven years on decisions 
by shareholders 
 For seven year the same 
auditor was responsible for the 
audit 
Shareholder Views Mean Important 
Think about selling shares 2.67 No 
Think about complaining 2.69 No 
Not rely on accounting info. 2.80 No 
Not rely on Directors' statements 2.85 No 
 
The systematic rotation of the audit firm has often been suggested as a method of 
ensuring auditor independence. ED 40 (1991) contained a proposal that auditors 
should be rotated after seven years but this was not adopted. The results in both 
Tables 6.18 and 6.19 suggest that natural shareholders do not believe that long-term 
audit contracts will impair audit independence. 
 
It can be concluded that mandatory rotation of auditors after seven years is not 
necessary to maintain perceived auditor independence. 
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6.9 Effect of Share Sophistication 
Both the proportions and mean scores of shareholders were analysed to identify the 
effect of the level of share sophistication on the perceptions of impaired 
independence. Generally, the level of share sophistication did not affect the 
perceptions on the impaired independence. There are two exceptions related to HS 
shareholders.  
 
The proportion of shareholders with HS who would not rely on directors' statements 
due to consultancy fees was 44% compared with 54% for the population. Statistical 
tests of proportions indicated that this was significantly below a population proportion 
of 50%. In this instance, HS shareholders did show significant concern about relying 
on directors' statements but the majority of HS shareholders believed they could rely 
on these statements.  
 
Analysis of the mean scores classified by share sophistication provided a similar 
result. Shareholders with HS believed that the presence of substantial consultancy fees 
did not affect their reliance on directors' statements. In this instance, the mean score of 
HS shareholders was 3.28 compared to both S and LS shareholders whose scores were 
above 3.5. The differences are significant at the 0.01 level and are reported in Table 
6.19.  
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Table 6.19 Difference of Means between Share Sophistication Groups 
 The audit firm is receiving substantial 
consultancy fees from audit client 
Shareholder Views HS S LS HS/S HS/LS 
 Mean Mean Mean Z Prob Z Prob
Not rely on Directors' 
statements 
3.28 3.63 3.61 -2.80 0.005 -2.84 0.004
Differences are significant at the 0.01 level 
 
A similar finding occurred in the proportions of shareholders who were concerned 
with the effect of the auditor holding shares. The proportion of HS shareholders who 
would not rely on directors' statements was 30% compared to 42% of all shareholders. 
In this case, the auditor holding shares does not significantly affect the reliance on 
directors' statements by HS shareholders. The combined findings suggest that as HS 
shareholders do not rely on directors' statements relative to other shareholders, the 
independence issues are considered less serious. 
 
In all other cases, there were no significant differences between the proportions and 
mean scores of all shareholders and shareholders classified by share sophistication. 
On this basis it can be assumed that share sophistication does not affect perception of 
impaired independence. 
 
6.10. Perceptions Of Shareholders Who Believe Accounting Information Is 
Important And Rely On Independent Audit 
 
As previously discussed, the level of share sophistication is not an overriding 
influence on the perceptions of shareholders about reliability factors or perceptions of 
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impaired independence. The sophistication index is based on the behaviour of 
shareholders rather than their opinions on the importance of information or 
characteristics. The theme of this section is an investigation into the opinions of 
shareholders who believe accounting information is important and that the audit 
enables them to rely on this information. 
 
6.10.1 Specialist group-Shareholders Who Rely On Profits, Assets/Liabilities And 
Dividends 
Three specialist groups were initially identified. Each comprises those shareholders 
who, on average, ranked the importance of one of the items of financial information, 
(profits, assets/ liabilities and dividends) as important in the four share decisions. This 
is achieved by calculating the mean score for the importance of each item over the 
four share decisions. These data were collected from questions 12-15 on the survey 
instrument. If this score is above 3.5, those shareholders are deemed to find the 
information important and are kept in the group.  Next, the responses of this group to 
the reliability of the audit are tested. Those shareholders that agreed that the audit 
does add reliability to the particular information item, (profits, assets/liabilities and 
dividend ratios) i.e., scored above 3, are retained in the group. This information is 
available from questions 16-18.  Therefore, each group represents shareholders that 
believe that the information item is important and that the audit enables them to rely 
on that information. For example, those shareholders who have a mean score above 
3.5 for their ranking of profits in the four share decisions and also ranked the 
independent audit as important in their reliance on the profit figures form one 
specialist group. The same process was used for two other specialist groups, which 
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included shareholders who stated that the audit enabled them to rely on assets/ 
liabilities and dividend yields. 
 
From the 615 respondents, 348 (57%) belonged to the profit group, 278 (45%) 
belonged to the asset/liability group and 262 (43%) belong to the dividend group. 
Each group believe the information items are important and can be relied on due to 
the fact that the figures have been audited or based on audited figures. 
 
The opinions of the three groups on the impaired independence questions in the 
survey are tested. The findings are used to determine whether the perception of 
impaired independence is linked to shareholders who think the information item is 
important and rely on the audit in their use of accounting and financial information. 
 
The circumstances that may give rise to a perception of impaired independence are 
matched against the three groups. For each circumstance, shareholders' reactions 
(think about selling, think about complaining, not relying on accounting information 
and not relying on directors' statements) are measured by use of proportions and mean 
scores.  
6.10.2 Specialist group- Shareholders Who Rely On Auditors' Report And Audit 
Firm's Reputation 
Further investigation into impaired audit independence involved the identification of 
two more specialist groups. Those who find either the auditors' report or the 
reputation of the audit firm important are separated to identify their opinions on the 
independence issues. 
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The group of shareholders who believe that the auditors' report is important in their 
share decisions and also believe they can rely on the auditors' report due to the 
independence of the auditor is described as the Audit Report group. It comprises 241 
shareholders, which is 39.2% of all shareholders. 
 
The group of shareholders who believe that the reputation of the audit firm is 
important in their share decisions and also believe they can rely on the auditors' report 
due to the good reputation of the audit firm is described as the Audit Firm group. It 
comprises 167 shareholders, which is 27.2% of all shareholders. 
 
It can be assumed that both these groups would have strong opinions on the impaired 
independence of auditors. Both groups believe that the audit is important in their share 
decisions and have agreed that they rely on auditors' report due to independence or the 
audit firm reputation.  In each case the null hypothesis is that the independence issue 
does not cause a perception of impaired independence.  
 
The same criteria are used to identify impaired independence for the specialist groups 
as for the entire group; if more than 33% agree that they would react then there is 
significant concern and if 50% or more react then independence has been impaired. 
For the mean scores, independence is impaired if the reaction of shareholders is above 
3.5. 
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6.10.3 The views of the Specialist groups about Consultancy Fees 
The effect of substantial consultancy fees is considered first. The findings from the 
entire group of shareholders suggested that consulting fees were a major factor in the 
perceived impairment of independence.  The group proportions and their reactions are 
reported in Table 6.20. 
 
Table 6.20 The audit firm is receiving substantial consultancy fees from audit 
client 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp 
Profits 0.46 SC 0.55 Impaired 0.64 Impaired 0.62 Impaired 
Assets/Liabilities 0.49 SC 0.58 Impaired 0.66 Impaired 0.62 Impaired 
Dividend Figures 0.46 SC 0.55 Impaired 0.64 Impaired 0.62 Impaired 
Audit Report 0.53 Impaired 0.59 Impaired 0.66 Impaired 0.64 Impaired 
Audit Firm 
Reputation 
 
0.55 
 
Impaired
 
0.67 
 
Impaired
 
0.69 
 
Impaired
 
0.66 
 
Impaired 
Prop.-Proportion,  SC-Significant Concern, Imp.-Impaired Independence 
 
The findings are very similar to the entire group of shareholders. For each group, the 
consultancy fees caused more than 50% of shareholders to think about either, 
complaining to the board, not relying on accounting information or relying on 
information supplied by directors. The main difference from the entire group is that 
the proportion who would complain is above 50%. Substantial consultancy fees also 
caused more than 45% of each group to think about selling shares. A major finding is 
that more than 50% of the shareholders who relied on either the auditors’ report or the 
audit firm reputation would consider selling their shares due to consultancy fees. This 
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provides evidence that substantial consultancy fees affect the perceptions of 
shareholders who rely on financial information that has been audited. These groups 
believe that auditor independence is seriously threatened by consultancy fees. 
 
The mean scores for each of the five specialist groups are calculated to determine the 
reaction of all shareholder groups as to whether independence has been impaired. 
These are reported in Table 6.21. 
Table 6.21 Mean scores for the audit firm is receiving substantial consultancy 
fees from audit client 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Mean Impaired Mean Impaired Mean. Impaired Mean Impaired
Profits 3.38 No 3.50 Impaired 3.70 Impaired 3.60 Impaired 
Assets/Liabilities 3.45 No 3.60 Impaired 3.73 Impaired 3.67 Impaired 
Dividend Figures 3.38 No 3.53 Impaired 3.71 Impaired 3.69 Impaired 
Audit Report 3.22 No 3.62 Impaired 3.73 Impaired 3.71 Impaired 
Audit Firm 
Reputation 
 
3.55 
 
Impaired 
 
3.66 
 
Impaired 
 
3.80 
 
Impaired 
 
3.77 
 
Impaired 
No: Not Impaired 
The mean scores confirm that shareholders are concerned by the level of consultancy 
fees. While only the Audit Firm Reputation group would consider selling the shares, 
all groups recorded means scores above 3.5 for the three other alternatives.  
 
It can be concluded that substantial consultancy fees paid to an auditor impair the 
perception of auditor independence by shareholders who rely on accounting, dividend 
and audit information.  These results imply that the provisions of AUP 32 that allow 
consultancy fees are inappropriate. 
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6.10.4 The views of the Specialist groups about an Auditor who is a shareholder in 
Audit Client 
Less than 50% of the entire group of shareholders have an adverse opinion on the 
holding of shares by the auditor, however, more than 33% would consider 
complaining and not relying on either accounting information or the directors' 
statement. The proportions of the five specialist groups are reported in Table 6.22. 
Table 6.22 The auditor holds shares in the audit client 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp
Profits  0.34 SC 0.41 SC 0.50 Impaired 0.47 SC 
Assets/Liabilities  0.34 SC 0.45 SC 0.50 Impaired 0.50 Impaired
Dividend Figures 0.34 SC 0.44 SC 0.49** SC 0.50 Impaired
Audit Report 0.39 SC 0.46 SC 0.54 Impaired 0.51 Impaired
Audit Firm 
Reputation 
 
0.43 
 
SC 
 
0.50 
 
Impaired
 
0.57 
 
Impaired
 
0.55 
 
Impaired
Prop.-Proportion,  SC-Significant Concern, Imp.-Impaired Independence ** not significantly different 
to population proportion of 50% at 0.01 probability 
 
The proportions of shareholders who are concerned by share ownership by the auditor 
suggest that auditor independence is threatened in this case. For all groups, the 
number of shareholders who would consider selling shares or complaining is above 
the 33% threshold. This suggests significant concern. However, independence can be 
considered to be impaired as four of the five groups did not believe that they could 
rely on accounting information or the directors' statements. This indicates that the 
major effect of impaired independence is the reduced reliance on information that has 
been audited. 
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The level of concern as measured by the mean scores is tabulated in Table 6.23 
Table 6.23 Mean scores The auditor has shares in audit client 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Mean Impaired Mean Impaired Mean Impaired Mean Impaired
Profits 3.10 No 3.30 No 3.40 No 3.38 No 
Assets/Liabilities 3.15 No 3.38 No 3.43 No 3.43 No 
Dividend Figures 3.16 No 3.32 No 3.40 No 3.41 No 
Audit Report 3.22 No 3.41 No 3.48 No 3.43 No 
Audit Firm 
Reputation 
 
3.29 
 
No 
 
3.44 
 
No 
 
3.54 
 
Impaired 
 
3.50 
 
Impaired 
No: Not Impaired 
 
The mean scores represent the opinions of all shareholders in each group rather than 
those who are concerned about the issue. Only one group, the Audit Firm Reputation 
group, are concerned by share ownership. This is indicated by their decision not to 
rely on accounting information and directors’ statements. 
 
The responses from the five specialist groups provide additional evidence that share 
ownership in audit clients does affect the perceived independence of auditors. While 
the level of importance of the issue for shareholders did not reach the threshold, i.e., 
above 3.5, the number of shareholders who believed that independence is threatened 
suggests impairment of independence. The evidence suggests that those shareholders 
who do find accounting information useful and rely on the audit of that information 
are seriously concerned if an auditor holds shares in the audit client. This finding 
supports the prohibition of share ownership in AUP 32. 
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6.11.3 The views of the Specialist groups about Same Auditor for over Seven Years 
 
The proportions and means for the five specialist groups are reported in Tables 6.24 
and 6.25. 
Table 6.24 Proportions for Same auditor over seven years 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp Prop. SC/Imp
Profits  0.13 No 0.15 No 0.18 No 0.20 No 
Assets/Liabilities  0.14 No 0.14 No 0.18 No 0.22 No 
Dividend Figures 0.14 No 0.14 No 0.17 No 0.20 No 
Audit Report 0.17 No 0.17 No 0.21 No 0.23 No 
Audit Firm 
Reputation 
 
0.21 
 
No 
 
0.21 
 
No 
 
0.23 
 
No 
 
0.28 
 
No 
Prop.-Proportion,  SC-Significant Concern, Imp.-Impaired Independence, No Not Impaired, ** not 
significantly different to population proportion of 50% at 0.01 probability 
 
Table 6.25 Mean Scores for Same auditor over seven years 
Specialist Group Think about 
Selling Shares 
Think about 
Complaining 
Not Rely Acc. 
Information 
Not Rely Dir. 
Statements 
 Mean Impaired Mean Impaired Mean. Impaired Mean Impaired
Profits 2.69 No 2.71 No 2.80 No 2.87 No 
Assets/Liabilities 2.72 No 2.73 No 2.80 No 2.87 No 
Dividend Figures 2.70 No 2.69 No 2.81 No 2.86 No 
Audit Report 2.78 No 2.81 No 2.86 No 2.92 No 
Audit Firm 
Reputation 
 
2.88 
 
No 
 
2.90 
 
No 
 
2.94 
 
No 
 
3.04 
 
No 
No: Not Impaired 
The proportions and mean scores of the specialist groups are consistent with all 
opinions of the entire group. In summary, long-term audit contracts do not affect the 
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perceived independence of auditors. This evidence does not support the proposals by a 
number of writers and in ED40 Audit on the mandatory rotation of auditors. 
6.12 Summary 
The discussion in this chapter is divided into two parts. First, evidence has been 
generated that confirms the assumptions that shareholders are able to rely on financial 
accounting information due to the value added by four reliability factors: independent 
audit, use of approved accounting standards, endorsed by directors and prepared in 
accordance with the Corporations  Law. The responses of shareholders generally 
confirmed that these reliability factors are important in their use of financial 
accounting information, however, the directors’ statement was perceived as useful for 
dividend figures and not for the accounting items. Similarly, the reliability factors for 
the audit report, independence, and accordance with accounting standards, in 
accordance with Corporations Law and audit firm reputation are tested. All four 
reliability factors are believed to add credibility to the auditors’ report.  
 
The level of share sophistication did not affect the perceptions of shareholder of the 
reliability factors. This finding was confirmed by the results of applying scaling to the 
responses, which showed that shareholders are homogeneous in their use of the 
reliability factors. 
 
The second part of the discussion involved shareholder perception of audit 
independence in three separate instances: audit firm receives substantial consultancy 
fees; the auditor holds shares in the audit client and the same auditor had been 
retained for over seven years. Shareholder opinions revealed that auditor 
independence is impaired by the receipt of substantial consultancy fees and to a lesser 
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extent by share ownership. Long-term audit contracts are not perceived to impair 
auditor independence. As the level of share sophistication does not affect these 
perceptions, five specialist information groups were formed out of the entire group 
and their opinions identified. Their opinions on the independence issues revealed that 
those shareholders who relied on the reputation of the audit firm held stronger views 
that consultancy fees and share ownership caused impaired independence. 
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Chapter Seven 
Conclusions and Summary 
 
7.1 Introduction 
The discussion in this chapter provides a summary of the findings to the research 
questions and identifies issues for the accounting profession and standard-setters. 
The decision-useful concept integrated into the Australian Conceptual Frameworks 
presumes that users have common information needs. Its assumptions also include the 
homogeneous behaviour and characteristics of the user group. The argument in this 
thesis questions the validity of these assertions by investigating views and behaviour 
of natural shareholders. 
 
This argument is extended to the assumptions about the reliability of accounting 
information and particularly the perceptions of natural shareholders about auditor 
independence. The literature does not show any serious attempt to discover the views 
of natural shareholders about auditor independence and, therefore, the professional 
codes and guidelines appear to be based on the assumptions of the standard-setters. 
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These arguments were explored through the two main research questions: 
 
Research Question 1: Are the behaviour and characteristics of natural shareholders 
consistent with the assumed behaviour and characteristics of shareholders in the 
conceptual framework? 
 
The subsidiary questions are: 
1(a) Are natural shareholders a homogeneous group as assumed in the conceptual  
framework? 
1(b) Do natural shareholders use accounting information? 
1(c) Does the perceived importance of accounting information depend on shareholder 
sophistication? 
1(d) What qualities make accounting information reliable? 
1(e) Does the reliance on accounting information depend on shareholder 
sophistication? 
 
Research Question 2: Are share-decisions of natural shareholders affected by their 
perception of auditor independence? 
The subsidiary questions are: 
2 (a) Does the perception of impaired auditor independence affect the reliability of 
accounting information? 
2 (b) Are shareholders homogeneous in their views of reliability and auditor 
independence? 
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7.2 The Homogeneity of Natural Shareholders as Indicated by the Level of Share 
Sophistication 
 
Research Q.1(a) was investigated through the use of an index that related to the 
behaviour of shareholders. Measuring shareholders’ level of share sophistication 
using an index that is based on their behaviour can test the question the homogeneity. 
Shareholders are assumed to be active traders, to hold diversified investments, to 
make their own decisions and to evaluate the management. On these criteria, an index 
was formed which incorporated this behaviour. Shareholders who have all these 
attributes are classed as having High Level sophistication, those with many of these 
traits are said to be Sophisticated and the rest have Low Sophistication.  
 
The findings in this research suggest that the behaviour of a small group may have 
formed the basis of these assumptions. Using the assumptions and assertions in the 
conceptual framework, a Shareholder Sophistication Index (SSI) was formed. 
Shareholders who possessed all the qualities that are assumed in the conceptual 
framework, eg., make economic decisions about their shares, vote in election of 
directors, are diversified and make decisions themselves, were classed as High Level 
Sophistication (HS). The application of this index revealed that this group formed 
only a small part of the respondents. Therefore, this assumed behaviour does not 
appear to be reflected in the majority of the respondents. It is concluded that the 
assumed behaviour appears to based on the known behaviour of institutional investors 
and financial analysts.  
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Shareholders with high level sophistication comprise 12.84% of all respondents; there 
are 56.91% sophisticated respondents and 30.25% of respondents have low level share 
sophistication. These proportions do not support the assumption that shareholders 
have the behaviour patterns that are assumed in the conceptual frameworks. A small 
number of respondents have all the behavioural traits and more than half exhibit many 
of these assumed traits. A significant minority does not have the required behaviour 
and characteristics. The implications of this finding are that the accounting standard 
setters cannot assume that they are dealing with a homogeneous group whose 
behaviour can be predicted based on previous assumptions. Proponents of the 
conceptual framework such as Kenley and Staubus (1972), Trueblood (1973), and 
Barton (1982) did not question the homogeneity of the user group and proceeded on 
the basis that common information needs exist.  
 
The lack of homogeneity was further illustrated by investigating the shareholder 
environment. HS shareholders are the only group that rated the annual financial 
reports as a useful source of information. Previous studies, for example, Anderson and 
Epstein (1995); and Baker and Haslem(1973) provided contradictory findings on the 
usefulness of the annual report. The findings from this research suggests the existence 
of sub-group of shareholders whose behaviour has not been recognised in prior 
studies.  
 
HS shareholders generally rated other information sources higher than the other 
groups. It appears that only HS shareholders appreciate annual reports or have the 
ability to use them appropriately. As this is only a small group, it cannot be assumed 
that annual reports are meeting the information needs of shareholders. 
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The shareholder environment is defined in S.4.3, as background, or surroundings, 
which may affect the decision-making of shareholders. The environment includes 
sources of information, confidence in the regulatory system and objectives for 
investing in shares. Generally, the environment shows a significant degree of 
homogeneity. 
 
All shareholder groups have deep confidence in the various rules, procedures and 
formal requirements that form the regulatory system. In this instance, there is 
homogeneity in the confidence of shareholders that they are being protected; however, 
HS shareholders have a higher regard for some of these controls than the other groups. 
Previous research has not investigated the effect of the underlying confidence of 
natural shareholders in the stock market. It is possible that this confidence may 
explain the behaviour of natural shareholders, for example, it may explain the reason 
that most shareholders do not trade and why many do not vote. It is an area for further 
research. 
 
A similar finding was revealed in the investment objectives of shareholders. All 
groups ranked the combination of dividends and share price the highest. In this case, 
HS ranked many objectives higher than LS shareholders but were only different from 
S shareholders in their ranking of safety of capital. 
 
Demographics of the three groups showed one pertinent difference. Over 55% of HS 
shareholders have formal training in accounting and finance. This is higher than the 
other two groups, (LS-26.34%, S-34.86%), and is over 20% higher than the 
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proportion for the entire shareholder group (35%). Such a finding implies that the 
standard setters, who have this formal training, are preparing rules for a group who 
have the same training, culture and behaviour. It also confirms Lee and Tweedie's 
(1975) finding that formal training in accounting and finance increased the 
understanding of annual reports. The findings in this research suggest that this is true 
for Australian shareholders. The implication is that the objectives of general purpose 
financial reporting are not being met as only a relatively small, expert group has the 
behaviour characteristics that is required. 
 
There is a majority of shareholders whose information needs is not being met by 
financial reporting. To overcome this anomaly requires a fundamental change to the 
scope of financial reporting. If financial reporting is to meet the needs of all 
shareholders, it may need to include a greater range of information than is currently 
provided. 
 
7.3 Use of Accounting Information 
The aim of Research Q.1(b) was to test the assumptions about the use of accounting 
information by natural shareholders. Previous research, as discussed in Chapter 2, has 
concentrated on the usefulness of the annual reports to examine the importance of 
accounting information in share decisions. Unlike most previous research into the 
views of natural shareholders, eg, Chang and Most (1985); and Anderson and Epstein 
(1995), the questions in this study are not concerned with the use of the annual report. 
It is presumed that shareholders can use accounting information immediately they 
become aware of it rather than using it only when the financial accounts are 
completed. Such a presumption is justified on the basis that accounting information 
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can be communicated quickly through the financial media or financial advisors.  The 
implications of this premise do not suggest that the formal accounting reports are not 
useful, rather it accepts the notion that accounting information influences share 
decisions once it is known. 
 
As the aim of Research Q. 1 was to examine whether accounting information is useful 
for share decisions, a range of statistical tests were performed to determine the 
perception of shareholders of the importance of a variety of information items. The 
conceptual framework assumes that accounting information is useful for decision 
making.  
 
The four share decisions, as enunciated by proponents of the conceptual framework 
such as Barton (1982), were considered separately in the questionnaire. These 
decision can be divided into economic, (sell shares, buy shares or keep shares), and 
proprietary, voting for directors. 
 
Accounting and audit information is not considered useful for any of the share 
decisions by a two-thirds majority of shareholders. In other words, shareholders did 
not believe that information about the level of assets or liabilities was important in 
their decisions to sell, buy, keep shares or to vote in the election of directors. The 
audit report was also not considered important. This finding conflicts directly with the 
authors of the conceptual framework who believe that accounting information is 
useful for share decisions.  
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However, when the opinions of all shareholders are measured by the use of mean 
scores it is found that on average, shareholders believe that most accounting 
information is important for the buy decision and keep decision but not for selling 
shares or voting. Audit information was not considered important for any decision. 
The use of the two-thirds threshold for proportions can explain the apparent conflict 
of these findings for the buy and hold decisions. For the purpose of this research it is 
argued that if accounting information is meeting the information needs common to all 
users, this should be measured at 66.67% rather than 51% which is a small majority. 
Mean scores are calculated for all shareholders. Those shareholders who find 
accounting information important rate it highly so the mean score of the entire group 
indicates the group does find accounting information useful. 
 
These finding can support two conclusions, first, that accounting information is not 
useful for share decisions based on the two thirds population proportion; and 
accounting information is useful for some share decisions based on the mean score of 
the entire group. The proportion of shareholders is considered more important. The 
ASX 2000 Australian Shareownership Study estimates that in 2000 there are 5.2 
million shareholders who hold direct investment in shares. If a two-thirds majority is 
not reached, this implies that over 1.5 million individual shareholders do not believe 
that accounting information is useful. As discussed in S.2.2.2, the public interest is the 
main objective of corporate regulation and that the conceptual frameworks embrace 
this notion in the acceptance of the user concept. Based on these proportions a 
significant number of Australian shareholders do not perceive accounting information 
to be important. 
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Both the proportions and mean scores reveal that shareholders do not use accounting 
information to sell shares or to vote. Only 149 (24%) of all respondents traded more 
than 5 times in the previous year. The proportion of this group who also believed 
accounting information is important did not exceed 66.67%. Therefore, it can be 
concluded that accounting information is not perceived important regardless of 
whether shareholders trade.  
 
Over 52% (327) if respondents stated that they had voted in the election of directors. 
More than two-thirds of this group believe that the level of profits is important in the 
vote decision but did not consider any other accounting or audit information. This 
finding suggests that those shareholders that use their rights as shareholders to vote 
believe that profits are an appropriate measure to evaluate the accountability of 
management. This finding could be explained by the link between profits and 
dividends, in other words, shareholders' dividend payments are dependent on the level 
of profits and any adverse profit figures will affect dividends. 
 
Further investigation into the usefulness of accounting information involved the 
combination of shareholder views for all four decisions. The rationale is that 
accounting information is not used in isolation but rather all information is collected 
and evaluated to arrive at a decision. For example, after reviewing all the information 
on assets, liabilities and profits the shareholder may decide to buy more shares. 
 
In line with accepted statistical theory, standard scores were calculated before 
combining responses for each share decision. These scores formed an index which 
measured the relative importance of accounting information compared with other 
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types of information. The findings showed that accounting information is considered 
relatively more important than all other types of information except that about share 
price. It cannot be concluded that accounting information is used for share decisions 
but that it is more useful than alternatives suggested in the questionnaire. 
 
7.4. Influence of Shareholder Sophistication on the Perceived Usefulness of 
Accounting Information 
 
The SSI index was used to analyse the homogeneity of natural shareholders in their 
views about the importance of accounting information. The application of the SSI 
index provided evidence to answer Research Q.1(c). The findings revealed a number 
of differences between the SSI groups supported the presumption that the level of 
share sophistication is a factor in the perception of accounting and audit information. 
Most of the differences related to the stronger opinions of HS shareholders, for 
example, more than two-thirds of HS shareholders believed that the auditors' report is 
important for the sell decision. The audit report was not considered important for the 
other SSI groups or the entire group of shareholders. The mean scores of each group 
also provided evidence that HS shareholders hold stronger views on the importance of 
accounting and audit information. 
 
The implications of these findings support the premise that accounting information is 
more useful to a small group of shareholders (HS) who display similar characteristics 
to those of the standard setters. 
 
The views of shareholders were further examined through the use of the Guttman 
scaling technique. The application of the scale showed that there was not an 
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underlying pattern to the views of shareholders in that they do not use the information 
items in a consistent manner. Homogeneity cannot be assumed to exist. 
 
7.5 Reliability of Accounting Information 
 
The thrust of Research Q 1(d) and 1(e) was to investigate shareholders' opinion on 
whether they believe that accounting information can be considered reliable due to the 
reliability factors of independent audit, use of approved accounting standards, 
prepared in accordance with Corporations Law and the directors' statement. These 
factors are assumed to provide reliability. 
 
The reliability of the auditors' report was considered separately and the following 
reliability factors were questioned: independence, accordance with accounting 
standards, accordance with Corporations Law and the reputation of the audit firm. 
 
Shareholder responses provided a consistent view that these factors overwhelmingly 
provide shareholders with confidence in accounting and information. Also, share 
sophistication does not affect these opinions. The application of Guttman scaling 
confirmed this underlying pattern of shareholder opinions. 
 
These findings further question the usefulness of accounting information to natural 
shareholders. According to the analysis of their responses, less than two-thirds find 
the information useful but a high majority believes that accounting information is 
reliable. This suggests that shareholders believe that the accounting information is not 
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useful for their decision making but that it represents a true and fair view of the 
activities of the firm.  
 
7.6 Perception of Audit Independence 
 
The purpose of Research Q 2(a) was to investigate whether shareholders' views on the 
reliability of accounting information are affected by situations that can affect the 
independence of auditors. Prior research into auditor independence has not 
investigated the views of natural shareholders and it appears that current professional 
guideline, AUP 32 Audit Independence, have not integrated the views of natural 
shareholders. 
 
Three instances that threaten independence were covered: substantial consultancy fees 
from audit client, auditor holding shares in audit client and the same audit firm is used 
for over 7 years. 
 
As the measurement of impaired independence is subjective, thresholds were set for 
the proportion of shareholders. It is argued that if more than one-third of shareholders 
believe that the auditor's independence has been impaired, this represents a significant 
concern within the community. If the number is greater than 50%, then independence 
is impaired.  
 
The effect on shareholders' decisions was examined by questions which provided four 
actions for shareholders: thinking about selling shares, think about complaining to 
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Board of Directors, not relying on accounting information and not relying on 
directors' reports. 
 
To ensure that relevant opinions were measured, a two step process was used. First, 
shareholders who believed that accounting information is useful for share-related 
decisions and who relied on the audit report due to the independence of the auditor 
were identified; and second, their responses to questions about instances that could 
threaten auditor independence were used to answer Research Q.2(a). 
 
Substantial Consultancy Fees 
The results of this analysis provided strong evidence that the receipt of substantial 
consultancy fees causes more than 50% of all respondents to believe that they cannot 
rely on accounting information or directors' statements. Over 40% considered selling 
shares or complaining to the board of directors. The mean scores for all respondents 
provided evidence that supported these findings. 
 
The analysis of shareholder groups that relied on the specific items due to the 
independent audit provided stronger evidence that auditor independence is impaired 
due to consultancy fees. It is clear that substantial consultancy fees is considered to 
impair the perceived audit independence. 
 
Holding shares in audit client 
Share ownership in the audit client also caused threats to the perceived independence 
of auditors. Significant concern was indicated by more than 33% of shareholders who 
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would consider complaining to the board and would not rely on either accounting 
information or directors' statements.  
 
Same Auditor for Seven Years 
Using the same statistics and procedures used for the other two independence issues, 
there is no evidence that long-term contracts of auditors impair independence. 
 
7.7 Perception of Specialist Groups 
 
The analysis was continued using the five specialist groups, Profits, Asset/Liabilities, 
Dividend, Audit Report and Audit Firm Reputation. In this case, all groups had 
significant concern as evidenced by their consideration of selling shares or 
complaining. More than 50% of respondents from each group, except those who used 
dividend figures would not rely on accounting information. 50% of respondents from 
all groups, except those who used profit figures, would not rely on directors' 
statements. 
 
Mean scores for each of the specialist groups did not indicate impaired independence 
except for the Audit Firm Reputation Group. This group would not rely on accounting 
information or directors' statements. 
 
The number of respondents, above two-thirds, who are concerned with share 
ownership by auditors confirm the profession's guidelines which prohibit such 
relationships. However, the overall concern by shareholders does not indicate a threat 
to auditor independence. 
 245 
7.8 The Homogeneity of Shareholders' Perceptions of Auditor Independence  
 
The level of share sophistication did not influence the perceptions of shareholders as 
there are not significant differences between groups. The application of Guttman 
scaling supported this finding as there is an identifiable pattern in the views of 
shareholders about the reliability factors and auditor independence. 
 
7.9 Implications for Australian Accounting Standard-Setters 
 
Evidence presented in this thesis indicates that existing accounting information is not 
meeting the information needs of a significant number of natural shareholders. The 
importance of this issue rests with the increasing number of natural shareholders in 
Australia. The needs of this user group have not been adequately examined as broad 
assumptions about common needs of users and decision-useful information have been 
generally untested. It also appears that proponents of the conceptual frameworks 
ascribe the same behaviour and characteristics of professional and trained finance 
people to all shareholders. The varying degrees of shareholder sophistication 
identified in this research does not support this approach. If the Australian Conceptual 
Framework is to meet its stated aim of providing decision-useful information it should 
include the opinions of a significant group of shareholders who at the present time 
have not been seriously included in the development of the concept statements.  
 
There is a deficiency in the literature about the decision models of natural 
shareholders and the views expressed in this research do not explain the behaviour in 
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share decisions, for example, the reluctance to sell shares. This requires further 
investigation.  
 
7.10 Perception of Auditor Independence-Summary and Conclusions 
 
The findings in this thesis strongly refute the idea that auditors can maintain their 
independence when receiving substantial consultancy fees. This practice is permitted 
under professional guidelines which appear to be based on research into professional 
and institutional investors. On the basis of these findings, these guidelines need to be 
reviewed. The views of natural shareholders do support the prohibitions on share 
ownership and are not concerned with long-term audit contracts. 
 
The perception of impaired auditor independence is a dominant issue in the USA and 
Europe. In the USA, the Securities and Exchange Commission proposed rule changes 
to the practices of auditors caused a conflict between the profession and the 
regulators. The response of the accounting profession has been the development of a 
conceptual framework for auditor independence which enshrines the status of the 
profession as a self-regulating body. The basis of this framework appears to rest with 
the opinions of regulators and the profession. The findings of this research suggest 
that the opinions of natural shareholders have not been incorporated into the 
profession's regulation and this undermines the credibility of these rules. If the 
accountancy profession is serious about providing appropriate rules or conceptual 
frameworks for auditor independence, it needs to establish the views of all users 
including natural shareholders and to integrate these views into the regulation. 
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Appendices 
Covering Letter 
13 September, 1999 
 
Dear Shareholder, 
As part of my research into the views of individual shareholders, I am 
asking you to participate in a survey. The research is part of my Doctor of 
Philosophy degree at RMIT University, entitled: Audit Independence: 
The Views of Natural Shareholders in Australia. 
 
The Australian Bureau of Statistics estimates that over four million 
individual Australians own shares. However, little is known about their 
experiences and opinions. This research project seeks your opinions on a 
range of issues that may affect your investment in shares. The questions 
provide you with an opportunity to state your views on these issues. As 
this survey attempts to cover some of the many factors that affect 
shareholders, you may have strong opinions on some items or you may 
believe that the issue has little or no importance.  All of your opinions 
provide useful information about what Australians think about investing 
in shares. 
 
You have been randomly selected to participate in this project. Whilst 
your cooperation in completing this questionnaire is valued, your 
participation is voluntary. The findings will be used in aggregate form 
only, and responses from individuals will not be identifiable. 
 
The results, in aggregate form, will be contained in a dissertation that will 
be available at RMIT University Library. It is intended that the results 
will be published in professional and academic journals. The findings will 
be used to establish whether the needs of individual shareholders are 
being met. 
 
The success of the project depends on your contribution and I look 
forward to receiving your completed questionnaire by the end of 
September. If you are prepared to discuss the issues in the survey, please 
write your name and phone number on the form at the end of the 
questionnaire. That form separate from the survey and, on receipt will be 
filed separately.  If you have any queries please feel free to contact me on 
03 99255746 or my senior supervisor, Professor Bob Clift, on 03 
99255726 or Rob Brooks, Head of Research and Development Unit, on 
03 9925594. Your reply can be returned in the prepaid envelope supplied. 
 
Thank you for your help. 
Yours Faithfully,  
 
Paul Myers                                                Professor Bob Clift 
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Section A 
This section contains questions about your ownership of shares 
 
1. In how many companies do you directly hold shares?(excluding managed funds etc) 
Please tick one box. 
 
One  [   ] Between 1-3  [   ] Between 4-10  [   ] Over 10  [   ] 
 
2. How long have you held shares? Please tick one box. 
 
Less than 1year [   ] Between 2 - 5 years [   ] Between 6 -10 years [   ] More than 10 yea
 
3. How many times have you traded in shares in the last 12 months? Please tick one 
box. 
 
None [   ] Once [   ] 2-5 times  [   ] 5-10 times  [   ] Over 10 times [   ] 
 
4. How have you acquired your shares? Please tick as many as appropriate. 
(a) Purchased on market…………………………………………..…………. [   ]
(b) Purchased through a prospectus…………………………………….……. [   ] 
(c) Inherited or received as a gift……………………………………………. [   ]
(d) Received through employee share scheme………………………………. [   ]
(e) Received through demutualisation of insurance companies…….….……. [   ]
(f) Other (please specify)________________________________________  
 
Do you have investments in any other assets. Please tick as many as appropriate. 
 
(a) Home…………………………………………………………….……..… [   ]
(b) Debentures………………………………………………………...……... [   ] 
(c) Cash Float…………………………………………………………...…… [   ]
(d) Managed Funds……………………………………………….….…….… [   ]
(e) Investment Property……………………………………………………… [   ]
(f) Property Trusts………………………………………………..….….…… [   ]
(g) Other(please specify)_________________________________________  
 
6. Do you review your share investments regularly? Yes [   ] No   [   ] 
 
7. The decision to buy, sell or hold shares is normally made by: Please tick one box.  
(a) Self…………………………………………………………………………... [   ]
(b) Self in consultation with financial advisor or stockbroker………………….. [   ]
(c) Left entirely to financial advisor or stock broker to implement agreed plan.. [   ]
(d) Other(please specify)___________________________________________  
 
8.  The following statements relate to your involvement with the 
companies in which you hold shares. Please tick Yes or No. 
  
(a) I have attended an annual general meeting……………………….....     Yes [   ]    No [   ] 
(b) I have asked questions at an annual general meeting…. …………....     Yes [   ]    No [   ] 
(c) I have voted in the election of directors……………………………..      Yes [   ]    No [   ] 
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Section B 
This section deals with your views about your use of information for share investment 
 
 
 
 
 
 
 
9 
 
 
 
 
 
 
 
When making your decisions about buying, selling or keeping shares, 
how important are the following SOURCES OF INFORMATION : 
Please tick one box per row. 
Level of Importance 
High  
 
          Moderate  
 
                    Some 
 
                             Little 
 
                                       
                                      N
 
(a) Newsletters/reports from stockbroker or financial advisor…………… [   ] [   ] [   ] [   ] [
(b) Financial media, eg TV and radio, opinions  in newspapers etc………. [   ] [   ] [   ] [   ] [
(c) Annual general meetings………………………………………………. [   ] [   ] [   ] [   ] [
(d) Annual financial reports……………………………………………….. [   ] [   ] [   ] [   ] [
(e) Friends and family……………………………………………………... [   ] [   ] [   ] [   ] [
(f) Internet services……………………………………………………….. [   ] [   ] [   ] [   ] [
(g) Other(please specify)_______________________________________ [   ] [   ] [   ] [   ] [
 
 
10 The list provided below, includes some of the obligations on 
companies and auditors. Please rate their importance IN PROVIDING 
YOU WITH CONFIDENCE IN THE SHARE MARKET: Please 
tick one box per row. 
 
 
H 
 
 
M 
 
 
S 
 
 
 
L 
 
N
(a) Providing an external audit of the financial statements………………... [   ] [   ] [   ] [   ] [
(b) Providing  a directors’ statement that the financial statements are true 
and fair…………………………………………………………………. 
 
[   ]
 
[   ]
 
[   ]
 
[   ] [
(c) Lodging the financial statements with the Australian Securities and 
Investment Commission……………………………………………….. 
 
[   ]
 
[   ]
 
[   ]
 
[   ] [
(d) Maintaining the independence of the external auditors……………….. [   ] [   ] [   ] [   ] [
(e) Having an annual general meeting for all shareholders……………….. [   ] [   ] [   ] [   ] [
(f) Complying with the rules of the Australian Stock Exchange………….. [   ] [   ] [   ] [   ] [
      
11 When making your decisions about buying, selling or keeping shares, 
how important are the following OBJECTIVES: Please tick one box 
per row. 
 
 
H 
 
 
M 
 
 
S 
 
 
L N
(a) Dividend income………………………………………………………   [   ] [   ] [   ] [   ] [
(b) Profits from increase in share price within six to twelve months of 
acquiring shares………………………………………………………    
 
[   ]
 
[   ]
 
[   ]
 
[   ] [
(c) Profits from increase in share price after twelve months……………… [   ] [   ] [   ] [   ] [
(d) Safety of capital………………………………………………………    [   ] [   ] [   ] [   ] [
(e) A combination of dividend income and increase in  share price………   [   ] [   ] [   ] [   ] [
(f) Specific purpose, eg  funds for children’s education……………….…  [   ] [   ] [   ] [   ] [
(g) Other (please specify)_______________________________________ [   ] [   ] [   ] [   ] [
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This section deals with your views about your use of information for share investment 
 
 
12. 
 
 
From the list provided below, please rate their importance as a factor 
that would cause you to think about SELLING shares in a company 
that you had intended to hold for a long term.  Please tick one box per 
row. 
 
Level of Importance 
High  
 
          Moderate  
 
                      Some  
                           Little 
  
                                      N
                                      N
 
(a) Unexpected change in share price……………………………………… [   ] [   ] [   ] [   ] [
(b) Fall in dividend yield…………………………………………………… [   ] [   ] [   ] [   ] [
(c) Fall in dividend payout ratio…………………………………………… [   ] [   ] [   ] [   ] [
(d) Fall in earnings/profits…………………………………………………  [   ] [   ] [   ] [   ] [
(e) An unexpected need for cash for personal expenditure……………….    [   ] [   ] [   ] [   ] [
(f) Fall in price earnings ratio……………………………………………… [   ] [   ] [   ] [   ] [
(g) Significant write down in assets………………………………………    [   ] [   ] [   ] [   ] [
(h) Significant increase in liabilities………………………………………   [   ] [   ] [   ] [   ] [
(i) Sudden departure of managing director………………………………    [   ] [   ] [   ] [   ] [
(j) Sudden departure of independent director……………………………… [   ] [   ] [   ] [   ] [
(k) ASIC announced an inquiry into the company’s activities……………   [   ] [   ] [   ] [   ] [
(l) Increase in directors’ remuneration……………………………………   [   ] [   ] [   ] [   ] [
(m) Change of audit firm……………………………………………………  [   ] [   ] [   ] [   ] [
(n) An adverse audit report………………………………………………… [   ] [   ] [   ] [   ] [
(o) Adverse opinion in financial media……………………………………  [   ] [   ] [   ] [   ] [
(p) Sell advice from financial adviser/stockbroker………………………… [   ] [   ] [   ] [   ] [
(q) Press release from company of downturn in profit forecasts…………    [   ] [   ] [   ] [   ] [
(r) Other (please specify)_______________________________________ [   ] [   ] [   ] [   ] [
 
 
 
13. From the list provided below, please rate their importance as a factor 
that would cause you to think about BUYING shares. Please tick one 
box per row.  
H M S L N
      
(a) Share price……………………………………………………………… [   ] [   ] [   ] [   ] [
(b) Profits…………………………………………………………………    [   ] [   ] [   ] [   ] [
(c) Price earnings ratio……………………………………………………    [   ] [   ] [   ] [   ] [
(d) Dividend yield…………………………………………………………   [   ] [   ] [   ] [   ] [
(e) Level of assets…………………………………………………………   [   ] [   ] [   ] [   ] [
(f) Level of liabilities……………………………………………………… [   ] [   ] [   ] [   ] [
(g) Reputation of managing director………………………………………  [   ] [   ] [   ] [   ] [
(h) Reputation of independent directors…………………………………… [   ] [   ] [   ] [   ] [
(i) Reputation of audit firm………………………………………………   [   ] [   ] [   ] [   ] [
(j) Auditors report…………………………………………………………  [   ] [   ] [   ] [   ] [
(k) Opinions in financial media……………………………………………  [   ] [   ] [   ] [   ] [
(l) Opinions of financial adviser/stockbroker………   …………………… [   ] [   ] [   ] [   ] [
(m) Other (please specify)_______________________________________ [   ] [   ] [   ] [   ] [
 266 
This section deals with your views about your use of information for share 
investment 
 
 
14.  
 
 
From the list of provided below, please rate their importance as a factor 
that would cause you to think about KEEPING shares in a company 
that you had intended to hold for a long term.  Please tick one box per 
row. 
 
Level of Importance 
High  
 
          Moderate  
 
                      Some  
 
                            Little 
                                Non
                                Not 
 
(a) Share price……………………………………………………………… [   ] [   ] [   ] [   ] [
(b) Profits…………………………………………………………………    [   ] [   ] [   ] [   ] [
(c) Price earnings ratio……………………………………………………    [   ] [   ] [   ] [   ] [
(d) Dividend yield…………………………………………………………   [   ] [   ] [   ] [   ] [
(e) Level of assets…………………………………………………………   [   ] [   ] [   ] [   ] [
(f) Level of liabilities……………………………………………………… [   ] [   ] [   ] [   ] [
(g) Reputation of managing director………………………………………  [   ] [   ] [   ] [   ] [
(h) Reputation of independent directors…………………………………… [   ] [   ] [   ] [   ] [
(i) Reputation of audit firm………………………………………………   [   ] [   ] [   ] [   ] [
(j) Auditors report…………………………………………………………  [   ] [   ] [   ] [   ] [
(k) Opinions in financial media……………………………………………  [   ] [   ] [   ] [   ] [
(l) Opinions of financial adviser/stockbroker……………  ……………… [   ] [   ] [   ] [   ] [
(m) Other (please specify)_______________________________________ [   ] [   ] [   ] [   ] [
 
 
 
 
15. From the list provided below, please rate their importance as a factor 
that would cause you to think about VOTING IN AN ELECTION 
OF DIRECTORS IN A COMPANY.  Please tick one box per row.  
 
H 
 
M 
 
S 
 
L N
      
(a) Share price……………………………………………………………… [   ] [   ] [   ] [   ] [
(b) Profits…………………………………………………………………    [   ] [   ] [   ] [   ] [
(c) Price earnings ratio……………………………………………………    [   ] [   ] [   ] [   ] [
(d) Dividend yield…………………………………………………………   [   ] [   ] [   ] [   ] [
(e) Level of assets…………………………………………………………   [   ] [   ] [   ] [   ] [
(f) Level of liabilities……………………………………………………… [   ] [   ] [   ] [   ] [
(g) Reputation of managing director………………………………………  [   ] [   ] [   ] [   ] [
(h) Reputation of independent directors…………………………………… [   ] [   ] [   ] [   ] [
(i) Reputation of audit firm………………………………………………   [   ] [   ] [   ] [   ] [
(j) Auditors report…………………………………………………………  [   ] [   ] [   ] [   ] [
(k) Opinions in financial media……………………………………………  [   ] [   ] [   ] [   ] [
(l) Opinions of financial adviser/stockbroker……  ……………………… [   ] [   ] [   ] [   ] [
(m
) 
Other (please specify)_______________________________________ [   ] [   ] [   ] [   ] [
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Section C 
This section asks your views on the RELIABILITY of information for share investment 
 
 
 
 
 
 
 
 
 
16. 
 
 
From the following statements you are asked to state your level of 
agreement with the statements provided below. 
 
 
 
 
 
 
I can rely on the profit(earnings) figures for decision making 
because: 
 
Level of Agreement 
Strongly Agree 
 
                 Agree 
 
                         No Opinion
 
                                       Di
 
                                          S
                                           D
 
(a) They have been reported by an independent auditor as true and fair…... [   ] [   ] [   ] [   ]
(b) They have been reported by the directors as true and fair……………. [   ] [   ] [   ] [   ]
(c) They have been prepared under  approved accounting standards…….. [   ] [   ] [   ] [   ]
(d) They have been prepared in accordance with the corporations law…… [   ] [   ] [   ] [   ]
      
      
17. I  can rely on dividend yields and dividend payout ratio figures  for     
decision making because: 
S A N D 
(a) They have been prepared in accordance with corporations law………. [   ] [   ] [   ] [   ]
(b) They are based on  profit figures that the directors reported as true and 
fair 
 
[   ] 
 
[   ] 
 
[   ] 
 
[   ]
(c) They are based on profit figures that have been reported by an 
independent auditor as true and fair……………………………………. 
 
[   ] 
 
[   ] 
 
[   ] 
 
[   ]
(d) They are based on the profit figures prepared under approved 
accounting standards…………………………………………………… 
 
[   ] 
 
[   ] 
 
[   ] 
 
[   ]
      
      
18. I can rely on asset and liability figures for decisions about share 
investments because: 
S A N D 
(a) They have been reported by an independent auditor as true and fair. [   ] [   ] [   ] [   ]
(b) They have been reported by the directors as true and fair…………. [   ] [   ] [   ] [   ]
(c) They have been prepared under  approved accounting standards…….. [   ] [   ] [   ] [   ]
(d) They have been prepared in accordance with the corporations law…... [   ] [   ] [   ] [   ]
      
      
19. I can rely on the reputation of directors as a basis for my share 
investment decisions when: 
S A N D 
(a) They have a reputation for honesty and integrity………………………. [   ] [   ] [   ] [   ]
(b) They have a reputation for increasing profits of the company…………. [   ] [   ] [   ] [   ]
(c) They have reputation for increasing share price……………………… [   ] [   ] [   ] [   ]
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This section asks your views on the RELIABILITY of information for share investment 
 
 
 
 
 
20. 
 
 
 
 
 
 
I can rely on the Auditors’ Report for my decisions about share 
investment because: 
 
Level of Agreement 
Strongly Agree 
 
               Agree 
 
                         No Opinion
 
                                       Di
 
                                           
                                           D
 
(a) The auditors have followed approved accounting standards…………… [   ] [   ] [   ] [   ]
(b) The auditors are independent experts in accounting………………….. [   ] [   ] [   ] [   ]
(c) The auditors have complied with the Corporations law………………. [   ] [   ] [   ] [   ]
(d) The audit firm has a reputation for competence and integrity………... [   ] [   ] [   ] [   ]
      
      
21. I can rely on advice from stockbroker or financial advisors 
because: 
S A N D S
(a) They have a reputation for honesty and integrity…………………….. [   ] [   ] [   ] [   ] [
(b) They are independent from the company……………………………..  [   ] [   ] [   ] [   ] [
(c) They are well qualified……………………………………………….. [   ] [   ] [   ] [   ] [
(d) They have based their opinions on the financial reports(profit and 
loss, balance sheet etc)……………………………………………….. 
 
[   ] 
 
[   ]
 
[   ] 
 
[   ] [
(e) They work for firm that has a reputation for competence and integrity [   ] [   ] [   ] [   ] [
      
22. I can rely on opinions of commentators in the financial press 
because: 
S A N D S
(a) The are independent from the company……………………………… [   ] [   ] [   ] [   ] [
(b) They have appropriate training and competence…………………….. [   ] [   ] [   ] [   ] [
(c) They have based their opinions on the financial reports(profit and 
loss, balance sheet etc)……………………………………………….. 
 
[   ] 
 
[   ]
 
[   ] 
 
[   ] [
      
23 If the audit firm was receiving a substantial payment for consultancy 
services as well as performing the external audit on a company in 
which you hold shares:   
S A N D S
(a) I would think about selling my shares……………………………….. [   ] [   ] [   ] [   ] [
(b) I would think about complaining to the board of directors………….. [   ] [   ] [   ] [   ] [
(c) I would not rely on information in  accounting reports to make 
decisions……………………………………………………………… 
 
[   ] 
 
[   ]
 
[   ] 
 
[   ] [
(d) I would not rely on the directors’ statements………………………… [   ] [   ] [   ] [   ] [
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This section asks your views on the RELIABILITY of information for share investment 
 
 
 
 
 
 
 
 
24. 
 
 
 
 
 
 
 
 
 
If the auditor was also a shareholder in a company in which you 
hold shares: 
Level of Agreement 
Strongly Agree 
 
             Agree 
 
                    No Opinion 
 
                               Disagre
 
                               Strongly
 
(a) I would think about selling my shares………………………………... [   ] [   ] [   ] [   ] [
(b) I would think about complaining to the board of directors…………... [   ] [   ] [   ] [   ] [
(c) I would not rely on accounting information provided by the company  [   ] [   ] [   ] [   ] [
(d) I would not rely on the directors’ statements………………………… [   ] [   ] [   ] [   ] [
      
25. If, for seven years  the same auditor was responsible for the audit of a 
company in which you hold shares: 
    
  S A N D S
(a) I would think about selling my shares………………………………. [   ] [   ] [   ] [   ] [
(b) I would think about complaining to the board of directors………… [   ] [   ] [   ] [   ] [
(c) I would not rely on accounting information provided by the company [   ] [   ] [   ] [   ] [
(d) I would not rely on directors’ statements…………………………… [   ] [   ] [   ] [   ] [
      
26. If the directors of a company in which you hold shares were also 
directors in a company that was a major supplier to your company: 
 
S A N D 
(a) I would think about selling my shares……………………………… [   ] [   ] [   ] [   ]
(b) I would think about complaining to the board of directors…………. [   ] [   ] [   ] [   ]
(c) I would not rely on accounting information provided by the company [   ] [   ] [   ] [   ]
(d) I would not rely on directors’ statements…………………………….. [   ] [   ] [   ] [   ]
Section D  The following information will be helpful for the study. 
27. Gender: Male [  ] Female [  ] 
 
28. What is your age? Please tick one box. 
            
 Under 30 [  ] 30-39 [  ] 40-49 [  ] 50-59 [  ] 60-70 [  ] Over 70 
   
29. What level of education have you completed? Please tick one box.  
   
 Less than year 12 at secondary school [  ] University degree [  
 Year 12 completion [  ] Post graduate study [  
 Tafe Associate Diploma or above [  ] PhD [  
 
30. Have you ever had any formal training or have been employed in a job in which you became fami
with accounting, finance, investment analysis, financial analysis or stock market investing? 
     
 Yes [  ] No [  ] 
Thank you 
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COMPLETE THIS PAGE IF YOU WOULD LIKE TO DISCUSS THE ISSUES IN 
THE SURVEY 
 
 
Name:__________________________________________________________ 
 
 
Phone Number:(_____)Area Code_____________________________________ 
 
 
What is the most convenient time for me to call you? 
 
Time and Day:____________________________________________________ 
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Follow up letter 
 
3 October, 1999 
 
Dear Shareholder, 
 
About three weeks ago I sent you a questionnaire asking for your views on investing in shares. If 
you have already responded I would like to thankyou again and ask you to ignore this reminder-
letter. As responses are anonymous, I have sent a reminder to everyone that received the first 
request. 
 
If you have not yet responded, this letter is a second request for you to participate in the survey. 
Responses from the initial request were below expectations. For the research to be meaningful, it 
requires the views of as many shareholders as possible and I hope you will be able to find the time 
to complete the survey.  If you have mislaid the questionnaire I am enclosing another copy and  a 
reply paid envelope. 
 
 
Thank you for your help. 
 
Yours Faithfully,  
 
 
Paul Myers      
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Questionnaire Responses 
Name of Company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Fosters Brewing Group 156 25.4 25.4 25.4
Newcrest Mining 180 29.3 29.3 54.6
Woolworths Ltd 150 24.4 24.4 79.0
Commonwealth Bank 129 21.0 21.0 100.0
Total 615 100.0 100.0
 
Number of Companies 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
1 company 18 2.9 2.9 2.9
Between 1 and 3 companies 71 11.5 11.5 14.5
Between 4 and 10 companies 223 36.3 36.3 50.7
Over 10 companies 303 49.3 49.3 100.0
Total 615 100.0 100.0
 
Year first acquired shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Less than one year 8 1.3 1.3 1.3
Between 2 and 5 years 129 21.0 21.0 22.3
Between 6 and ten years 149 24.2 24.2 46.5
More than 10 years 329 53.5 53.5 100.0
Total 615 100.0 100.0
 
Number of trades in past 12 months 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None 203 33.0 33.0 33.0
Once 76 12.4 12.4 45.4
2-5 Trades 187 30.4 30.4 75.8
5-10 Trades 89 14.5 14.5 90.2
Over 10 Trades 60 9.8 9.8 100.0
Total 615 100.0 100.0
 
Purchased on market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 98 15.9 15.9 15.9
Yes 517 84.1 84.1 100.0
Total 615 100.0 100.0
 
Purchased through prospectus 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 142 23.1 23.1 23.1
Yes 473 76.9 76.9 100.0
Total 615 100.0 100.0
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Inherited or received as a gift 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 473 76.9 76.9 76.9
Yes 142 23.1 23.1 100.0
Total 615 100.0 100.0
 
 
Received through employee share scheme 
 Frequency Percent Valid Percent Cumulative
Percent 
No 520 84.6 84.6 84.6
Yes 95 15.4 15.4 100.0
Total 615 100.0 100.0
 
Received through demutualisation of share scheme 
 Frequency Percent Valid Percent Cumulative
Percent 
No 454 73.8 73.8 73.8
Yes 161 26.2 26.2 100.0
Total 615 100.0 100.0
 
Other acquired 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 578 94.0 94.0 94.0
Yes 37 6.0 6.0 100.0
Total 615 100.0 100.0
 
Home 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 138 22.4 22.4 22.4
Yes 477 77.6 77.6 100.0
Total 615 100.0 100.0
 
Debentures 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 500 81.3 81.3 81.3
Yes 115 18.7 18.7 100.0
Total 615 100.0 100.0
 
Cash Float 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 458 74.5 74.5 74.5
Yes 157 25.5 25.5 100.0
Total 615 100.0 100.0
 
Managed Funds 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 288 46.8 46.8 46.8
Yes 327 53.2 53.2 100.0
Total 615 100.0 100.0
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Investment Property 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 365 59.3 59.3 59.3
Yes 250 40.7 40.7 100.0
Total 615 100.0 100.0
 
 
Property Trusts 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 441 71.7 71.7 71.7
Yes 174 28.3 28.3 100.0
Total 615 100.0 100.0
 
 
Other Investments 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 529 86.0 86.0 86.0
Yes 86 14.0 14.0 100.0
Total 615 100.0 100.0
 
Review shares regularly 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 108 17.6 17.6 17.6
Yes 507 82.4 82.4 100.0
Total 615 100.0 100.0
 
Decisons made by 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Self 389 63.3 63.3 63.3
Self in consultation with adviser 209 34.0 34.0 97.2
Left to advisor to implement plan 2 .3 .3 97.6
Other 15 2.4 2.4 100.0
Total 615 100.0 100.0
 
Have attended an annual general meeting 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 466 75.8 75.8 75.8
Yes 149 24.2 24.2 100.0
Total 615 100.0 100.0
 
Asked questions at AGM 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 586 95.3 95.3 95.3
Yes 29 4.7 4.7 100.0
Total 615 100.0 100.0
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Have voted 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 288 46.8 46.8 46.8
Yes 327 53.2 53.2 100.0
Total 615 100.0 100.0
 
Newsletters, report from stockbroker or financial advisor as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 60 9.8 9.8 9.8
Little 41 6.7 6.7 16.4
Some 101 16.4 16.4 32.8
Moderate 175 28.5 28.5 61.3
High 238 38.7 38.7 100.0
Total 615 100.0 100.0
 
 
Financial Press as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 47 7.6 7.6 7.6
Little 55 8.9 8.9 16.6
Some 152 24.7 24.7 41.3
Moderate 222 36.1 36.1 77.4
High 139 22.6 22.6 100.0
Total 615 100.0 100.0
 
 
Annual General Meetings as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 312 50.7 50.7 50.7
Little 145 23.6 23.6 74.3
Some 93 15.1 15.1 89.4
Moderate 41 6.7 6.7 96.1
High 24 3.9 3.9 100.0
Total 615 100.0 100.0
 
Annual Financial Reports as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 154 25.0 25.0 25.0
Little 135 22.0 22.0 47.0
Some 155 25.2 25.2 72.2
Moderate 107 17.4 17.4 89.6
High 64 10.4 10.4 100.0
Total 615 100.0 100.0
 
Friends and Family as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 235 38.2 38.2 38.2
Little 146 23.7 23.7 62.0
Some 122 19.8 19.8 81.8
Moderate 83 13.5 13.5 95.3
High 29 4.7 4.7 100.0
Total 615 100.0 100.0
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Internet services as source of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 414 67.3 67.3 67.3
Little 64 10.4 10.4 77.7
Some 58 9.4 9.4 87.2
Moderate 47 7.6 7.6 94.8
High 32 5.2 5.2 100.0
Total 615 100.0 100.0
 
 
Other sources of information 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 554 90.1 90.1 90.1
Some 7 1.1 1.1 91.2
Moderate 16 2.6 2.6 93.8
High 38 6.2 6.2 100.0
Total 615 100.0 100.0
 
Providing an external audit is important in providing confidence in the share market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 41 6.7 6.7 6.7
Little 42 6.8 6.8 13.5
Some 87 14.1 14.1 27.6
Moderate 128 20.8 20.8 48.5
High 317 51.5 51.5 100.0
Total 615 100.0 100.0
 
 
Directors statement of true and fair in providing confidence in the share market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 54 8.8 8.8 8.8
Little 73 11.9 11.9 20.7
Some 137 22.3 22.3 42.9
Moderate 151 24.6 24.6 67.5
High 200 32.5 32.5 100.0
Total 615 100.0 100.0
 
Lodgment with ASIC in  providing confidence in the share market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 53 8.6 8.6 8.6
Little 51 8.3 8.3 16.9
Some 107 17.4 17.4 34.3
Moderate 140 22.8 22.8 57.1
High 264 42.9 42.9 100.0
Total 615 100.0 100.0
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Maintaining audit independence in providing confidence in the share market 
Frequency Percent Valid 
Percent
Cumulative
 Percent
None/Not used 45 7.3 7.3 7.3
Little 23 3.7 3.7 11.1
Some 80 13.0 13.0 24.1
Moderate 122 19.8 19.8 43.9
High 345 56.1 56.1 100.0
Total 615 100.0 100.0
 
 
Having an AGM in  providing confidence in the share market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 46 7.5 7.5 7.5
Little 58 9.4 9.4 16.9
Some 124 20.2 20.2 37.1
Moderate 156 25.4 25.4 62.4
High 231 37.6 37.6 100.0
Total 615 100.0 100.0
 
Complying with ASX in  providing confidence in the share market 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 29 4.7 4.7 4.7
Little 20 3.3 3.3 8.0
Some 59 9.6 9.6 17.6
Moderate 124 20.2 20.2 37.7
High 383 62.3 62.3 100.0
Total 615 100.0 100.0
 
 
Dividend Income as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 13 2.1 2.1 2.1
Little 19 3.1 3.1 5.2
Some 79 12.8 12.8 18.0
Moderate 205 33.3 33.3 51.4
High 299 48.6 48.6 100.0
Total 615 100.0 100.0
 
 
Profits from increases in share prices with six to twelve 
 months as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 55 8.9 8.9 8.9
Little 98 15.9 15.9 24.9
Some 142 23.1 23.1 48.0
Moderate 185 30.1 30.1 78.0
High 135 22.0 22.0 100.0
Total 615 100.0 100.0
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Profits from increase in share price after 12 months as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 41 6.7 6.7 6.7
Little 41 6.7 6.7 13.3
Some 89 14.5 14.5 27.8
Moderate 218 35.4 35.4 63.3
High 226 36.7 36.7 100.0
Total 615 100.0 100.0
 
Safety of Capital as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 23 3.7 3.7 3.7
Little 8 1.3 1.3 5.0
Some 58 9.4 9.4 14.5
Moderate 176 28.6 28.6 43.1
High 350 56.9 56.9 100.0
Total 615 100.0 100.0
 
Combination of dividend income and share price as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 17 2.8 2.8 2.8
Little 20 3.3 3.3 6.0
Some 43 7.0 7.0 13.0
Moderate 192 31.2 31.2 44.2
High 343 55.8 55.8 100.0
Total 615 100.0 100.0
 
Specific purpose as an objective 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 343 55.8 55.8 55.8
Little 99 16.1 16.1 71.9
Some 60 9.8 9.8 81.6
Moderate 56 9.1 9.1 90.7
High 57 9.3 9.3 100.0
Total 615 100.0 100.0
 
 
Other objectives 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 547 88.9 88.9 88.9
Little 1 .2 .2 89.1
Some 7 1.1 1.1 90.2
Moderate 8 1.3 1.3 91.5
High 52 8.5 8.5 100.0
Total 615 100.0 100.0
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Unexpected change in prices as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 32 5.2 5.2 5.2
Little 111 18.0 18.0 23.3
Some 198 32.2 32.2 55.4
Moderate 171 27.8 27.8 83.3
High 103 16.7 16.7 100.0
Total 615 100.0 100.0
 
Fall in dividend yield as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 40 6.5 6.5 6.5
Little 120 19.5 19.5 26.0
Some 227 36.9 36.9 62.9
Moderate 169 27.5 27.5 90.4
High 59 9.6 9.6 100.0
Total 615 100.0 100.0
 
Fall in dividend payout ratio 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 51 8.3 8.3 8.3
Little 146 23.7 23.7 32.0
Some 219 35.6 35.6 67.6
Moderate 150 24.4 24.4 92.0
High 49 8.0 8.0 100.0
Total 615 100.0 100.0
 
Fall in earnings/profits as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 38 6.2 6.2 6.2
Little 74 12.0 12.0 18.2
Some 203 33.0 33.0 51.2
Moderate 184 29.9 29.9 81.1
High 116 18.9 18.9 100.0
Total 615 100.0 100.0
 
Need for personal cash as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 93 15.1 15.1 15.1
Little 101 16.4 16.4 31.5
Some 109 17.7 17.7 49.3
Moderate 131 21.3 21.3 70.6
High 181 29.4 29.4 100.0
Total 615 100.0 100.0
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Fall in price earnings ratio as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 64 10.4 10.4 10.4
Little 157 25.5 25.5 35.9
Some 207 33.7 33.7 69.6
Moderate 148 24.1 24.1 93.7
High 39 6.3 6.3 100.0
Total 615 100.0 100.0
 
 
Significant write down in assets as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 49 8.0 8.0 8.0
Little 100 16.3 16.3 24.2
Some 176 28.6 28.6 52.8
Moderate 186 30.2 30.2 83.1
High 104 16.9 16.9 100.0
Total 615 100.0 100.0
 
Significant increase in liabilities as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 42 6.8 6.8 6.8
Little 80 13.0 13.0 19.8
Some 155 25.2 25.2 45.0
Moderate 203 33.0 33.0 78.0
High 135 22.0 22.0 100.0
Total 615 100.0 100.0
 
Sudden departure of managing director as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 64 10.4 10.4 10.4
Little 152 24.7 24.7 35.1
Some 224 36.4 36.4 71.5
Moderate 126 20.5 20.5 92.0
High 49 8.0 8.0 100.0
Total 615 100.0 100.0
 
Sudden departure of independent director as a factor in 
 selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 91 14.8 14.8 14.8
Little 181 29.4 29.4 44.2
Some 181 29.4 29.4 73.7
Moderate 120 19.5 19.5 93.2
High 42 6.8 6.8 100.0
Total 615 100.0 100.0
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ASIC announces an inquiry into company activities 
as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 36 5.9 5.9 5.9
Little 53 8.6 8.6 14.5
Some 138 22.4 22.4 36.9
Moderate 172 28.0 28.0 64.9
High 216 35.1 35.1 100.0
Total 615 100.0 100.0
 
 
Increase in directors remuneration as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 86 14.0 14.0 14.0
Little 178 28.9 28.9 42.9
Some 175 28.5 28.5 71.4
Moderate 118 19.2 19.2 90.6
High 58 9.4 9.4 100.0
Total 615 100.0 100.0
 
 
Change in audit firm as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 127 20.7 20.7 20.7
Little 239 38.9 38.9 59.5
Some 147 23.9 23.9 83.4
Moderate 80 13.0 13.0 96.4
High 22 3.6 3.6 100.0
Total 615 100.0 100.0
 
An adverse audit report as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 40 6.5 6.5 6.5
Little 75 12.2 12.2 18.7
Some 163 26.5 26.5 45.2
Moderate 180 29.3 29.3 74.5
High 157 25.5 25.5 100.0
Total 615 100.0 100.0
 
Adverse opinion in financial media as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 38 6.2 6.2 6.2
Little 85 13.8 13.8 20.0
Some 201 32.7 32.7 52.7
Moderate 204 33.2 33.2 85.9
High 87 14.1 14.1 100.0
Total 615 100.0 100.0
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Sell advice from financial advisor as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 52 8.5 8.5 8.5
Little 62 10.1 10.1 18.5
Some 112 18.2 18.2 36.7
Moderate 202 32.8 32.8 69.6
High 187 30.4 30.4 100.0
Total 615 100.0 100.0
 
Press release from company of downturn in profit forecast 
 as a factor in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 47 7.6 7.6 7.6
Little 96 15.6 15.6 23.3
Some 234 38.0 38.0 61.3
Moderate 177 28.8 28.8 90.1
High 61 9.9 9.9 100.0
Total 615 100.0 100.0
 
 
Other factors in selling shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 578 94.0 94.0 94.0
Little 4 .7 .7 94.6
Some 3 .5 .5 95.1
Moderate 6 1.0 1.0 96.1
High 24 3.9 3.9 100.0
Total 615 100.0 100.0
 
 
Share Price as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 13 2.1 2.1 2.1
Little 21 3.4 3.4 5.5
Some 54 8.8 8.8 14.3
Moderate 167 27.2 27.2 41.5
High 360 58.5 58.5 100.0
Total 615 100.0 100.0
 
Profits as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 20 3.3 3.3 3.3
Little 8 1.3 1.3 4.6
Some 75 12.2 12.2 16.7
Moderate 263 42.8 42.8 59.5
High 249 40.5 40.5 100.0
Total 615 100.0 100.0
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Price Earnings Ratio as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 32 5.2 5.2 5.2
Little 35 5.7 5.7 10.9
Some 98 15.9 15.9 26.8
Moderate 255 41.5 41.5 68.3
High 195 31.7 31.7 100.0
Total 615 100.0 100.0
 
 
Dividend Yield as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 17 2.8 2.8 2.8
Little 33 5.4 5.4 8.1
Some 91 14.8 14.8 22.9
Moderate 214 34.8 34.8 57.7
High 260 42.3 42.3 100.0
Total 615 100.0 100.0
 
Level of Assets as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 24 3.9 3.9 3.9
Little 55 8.9 8.9 12.8
Some 168 27.3 27.3 40.2
Moderate 228 37.1 37.1 77.2
High 140 22.8 22.8 100.0
Total 615 100.0 100.0
 
 
Level of liabilities as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 28 4.6 4.6 4.6
Little 53 8.6 8.6 13.2
Some 178 28.9 28.9 42.1
Moderate 205 33.3 33.3 75.4
High 151 24.6 24.6 100.0
Total 615 100.0 100.0
 
 
Reputation of managing director 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 47 7.6 7.6 7.6
Little 87 14.1 14.1 21.8
Some 172 28.0 28.0 49.8
Moderate 179 29.1 29.1 78.9
High 130 21.1 21.1 100.0
Total 615 100.0 100.0
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Reputation of independent director as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 60 9.8 9.8 9.8
Little 127 20.7 20.7 30.4
Some 173 28.1 28.1 58.5
Moderate 175 28.5 28.5 87.0
High 80 13.0 13.0 100.0
Total 615 100.0 100.0
 
Reputation of audit firm as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 87 14.1 14.1 14.1
Little 149 24.2 24.2 38.4
Some 144 23.4 23.4 61.8
Moderate 146 23.7 23.7 85.5
High 89 14.5 14.5 100.0
Total 615 100.0 100.0
 
Auditors Report as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 60 9.8 9.8 9.8
Little 128 20.8 20.8 30.6
Some 161 26.2 26.2 56.7
Moderate 162 26.3 26.3 83.1
High 104 16.9 16.9 100.0
Total 615 100.0 100.0
 
Opinions in Financial Media as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 31 5.0 5.0 5.0
Little 58 9.4 9.4 14.5
Some 180 29.3 29.3 43.7
Moderate 251 40.8 40.8 84.6
High 95 15.4 15.4 100.0
Total 615 100.0 100.0
 
 
Opinions of financial advisor/stockbroker as a factor in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 59 9.6 9.6 9.6
Little 39 6.3 6.3 15.9
Some 97 15.8 15.8 31.7
Moderate 212 34.5 34.5 66.2
High 208 33.8 33.8 100.0
Total 615 100.0 100.0
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Other factors in buying shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 573 93.2 93.2 93.2
Little 1 .2 .2 93.3
Some 3 .5 .5 93.8
Moderate 10 1.6 1.6 95.4
High 28 4.6 4.6 100.0
Total 615 100.0 100.0
 
Share Price as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 15 2.4 2.4 2.4
Little 19 3.1 3.1 5.5
Some 57 9.3 9.3 14.8
Moderate 183 29.8 29.8 44.6
High 341 55.4 55.4 100.0
Total 615 100.0 100.0
 
Profits as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 18 2.9 2.9 2.9
Little 14 2.3 2.3 5.2
Some 48 7.8 7.8 13.0
Moderate 224 36.4 36.4 49.4
High 311 50.6 50.6 100.0
Total 615 100.0 100.0
 
Price Earnings Ratio as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 38 6.2 6.2 6.2
Little 30 4.9 4.9 11.1
Some 113 18.4 18.4 29.4
Moderate 246 40.0 40.0 69.4
High 188 30.6 30.6 100.0
Total 615 100.0 100.0
 
Dividend Yield as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 19 3.1 3.1 3.1
Little 24 3.9 3.9 7.0
Some 89 14.5 14.5 21.5
Moderate 200 32.5 32.5 54.0
High 283 46.0 46.0 100.0
Total 615 100.0 100.0
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Level of Assets as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 25 4.1 4.1 4.1
Little 59 9.6 9.6 13.7
Some 165 26.8 26.8 40.5
Moderate 216 35.1 35.1 75.6
High 150 24.4 24.4 100.0
Total 615 100.0 100.0
 
 
Level of Liabilities as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 31 5.0 5.0 5.0
Little 68 11.1 11.1 16.1
Some 183 29.8 29.8 45.9
Moderate 198 32.2 32.2 78.0
High 135 22.0 22.0 100.0
Total 615 100.0 100.0
 
Reputation of managing director as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 43 7.0 7.0 7.0
Little 104 16.9 16.9 23.9
Some 173 28.1 28.1 52.0
Moderate 175 28.5 28.5 80.5
High 120 19.5 19.5 100.0
Total 615 100.0 100.0
 
 
Reputation of independent directors as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 61 9.9 9.9 9.9
Little 142 23.1 23.1 33.0
Some 178 28.9 28.9 62.0
Moderate 157 25.5 25.5 87.5
High 77 12.5 12.5 100.0
Total 615 100.0 100.0
 
Reputation of audit firm as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 76 12.4 12.4 12.4
Little 159 25.9 25.9 38.2
Some 167 27.2 27.2 65.4
Moderate 129 21.0 21.0 86.3
High 84 13.7 13.7 100.0
Total 615 100.0 100.0
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Auditors Report as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 58 9.4 9.4 9.4
Little 114 18.5 18.5 28.0
Some 164 26.7 26.7 54.6
Moderate 169 27.5 27.5 82.1
High 110 17.9 17.9 100.0
Total 615 100.0 100.0
 
 
Opinions in Financial Media as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 34 5.5 5.5 5.5
Little 66 10.7 10.7 16.3
Some 185 30.1 30.1 46.3
Moderate 238 38.7 38.7 85.0
High 92 15.0 15.0 100.0
Total 615 100.0 100.0
 
 
Opinions of financial advisor as a factor in keeping shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 56 9.1 9.1 9.1
Little 43 7.0 7.0 16.1
Some 113 18.4 18.4 34.5
Moderate 206 33.5 33.5 68.0
High 197 32.0 32.0 100.0
Total 615 100.0 100.0
 
Other factors in keeping shares 
  Frequency Percent Valid 
 Percent
Cumulative
 Percent 
None/Not used 579 94.1 94.1 94.1
Little 4 .7 .7 94.8
Some 4 .7 .7 95.4
Moderate 8 1.3 1.3 96.7
High 20 3.3 3.3 100.0
Total 615 100.0 100.0
 
Share Price as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 111 18.0 18.0 18.0
Little 80 13.0 13.0 31.1
Some 120 19.5 19.5 50.6
Moderate 138 22.4 22.4 73.0
High 166 27.0 27.0 100.0
Total 615 100.0 100.0
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Profits as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 103 16.7 16.7 16.7
Little 71 11.5 11.5 28.3
Some 105 17.1 17.1 45.4
Moderate 159 25.9 25.9 71.2
High 177 28.8 28.8 100.0
Total 615 100.0 100.0
 
 
Price Earnings Ratio as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 115 18.7 18.7 18.7
Little 100 16.3 16.3 35.0
Some 145 23.6 23.6 58.5
Moderate 151 24.6 24.6 83.1
High 104 16.9 16.9 100.0
Total 615 100.0 100.0
 
 
Dividend Yield as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 111 18.0 18.0 18.0
Little 95 15.4 15.4 33.5
Some 126 20.5 20.5 54.0
Moderate 153 24.9 24.9 78.9
High 130 21.1 21.1 100.0
Total 615 100.0 100.0
 
 
Level of Assets as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 115 18.7 18.7 18.7
Little 112 18.2 18.2 36.9
Some 145 23.6 23.6 60.5
Moderate 144 23.4 23.4 83.9
High 99 16.1 16.1 100.0
Total 615 100.0 100.0
 
Level of Liabilities as a factor in voting in the election 
 of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 111 18.0 18.0 18.0
Little 98 15.9 15.9 34.0
Some 129 21.0 21.0 55.0
Moderate 141 22.9 22.9 77.9
High 136 22.1 22.1 100.0
Total 615 100.0 100.0
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Reputation of Managing Director as a factor in voting 
in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 104 16.9 16.9 16.9
Little 79 12.8 12.8 29.8
Some 109 17.7 17.7 47.5
Moderate 151 24.6 24.6 72.0
High 172 28.0 28.0 100.0
Total 615 100.0 100.0
 
Reputation of independent directors as a factor in voting in 
the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 109 17.7 17.7 17.7
Little 98 15.9 15.9 33.7
Some 112 18.2 18.2 51.9
Moderate 150 24.4 24.4 76.3
High 146 23.7 23.7 100.0
Total 615 100.0 100.0
 
 
Reputation of audit firm as a factor in voting in the election  
of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 145 23.6 23.6 23.6
Little 141 22.9 22.9 46.5
Some 108 17.6 17.6 64.1
Moderate 129 21.0 21.0 85.0
High 92 15.0 15.0 100.0
Total 615 100.0 100.0
 
 
Auditors Report as a factor in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 124 20.2 20.2 20.2
Little 107 17.4 17.4 37.6
Some 109 17.7 17.7 55.3
Moderate 142 23.1 23.1 78.4
High 133 21.6 21.6 100.0
Total 615 100.0 100.0
 
 
Opinions in the Financial Media as a factor in voting in the 
election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 111 18.0 18.0 18.0
Little 100 16.3 16.3 34.3
Some 139 22.6 22.6 56.9
Moderate 185 30.1 30.1 87.0
High 80 13.0 13.0 100.0
Total 615 100.0 100.0
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Opinions of financial advisor/stockbroker as a factor in 
voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 131 21.3 21.3 21.3
Little 89 14.5 14.5 35.8
Some 108 17.6 17.6 53.3
Moderate 153 24.9 24.9 78.2
High 134 21.8 21.8 100.0
Total 615 100.0 100.0
 
Other  factors in voting in the election of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
None/Not used 586 95.3 95.3 95.3
Little 4 .7 .7 95.9
Some 5 .8 .8 96.7
Moderate 3 .5 .5 97.2
High 17 2.8 2.8 100.0
Total 615 100.0 100.0
 
I can rely on profit figures because they have been reported by  
an independent auditor as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 7 1.1 1.1 1.1
Disagree 26 4.2 4.2 5.4
No Opinion 90 14.6 14.6 20.0
Agree 315 51.2 51.2 71.2
Strongly Agree 177 28.8 28.8 100.0
Total 615 100.0 100.0
 
 
I can rely on profit figures because they have been reported by 
directors as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 12 2.0 2.0 2.0
Disagree 81 13.2 13.2 15.1
No Opinion 197 32.0 32.0 47.2
Agree 275 44.7 44.7 91.9
Strongly Agree 50 8.1 8.1 100.0
Total 615 100.0 100.0
 
I can rely on profit figures because they have been prepared 
under approved accounting standards 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 3 .5 .5 .5
Disagree 34 5.5 5.5 6.0
No Opinion 150 24.4 24.4 30.4
Agree 301 48.9 48.9 79.3
Strongly Agree 127 20.7 20.7 100.0
Total 615 100.0 100.0
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I can rely on profit figures because they have been prepared in  
accordance with corporations law 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 5 .8 .8 .8
Disagree 29 4.7 4.7 5.5
No Opinion 137 22.3 22.3 27.8
Agree 292 47.5 47.5 75.3
Strongly Agree 152 24.7 24.7 100.0
Total 615 100.0 100.0
 
I can rely on dividend yield and dividend payout figures because 
they are based on profit figures prepared under approved accounting standards 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 8 1.3 1.3 1.3
Disagree 34 5.5 5.5 6.8
No Opinion 129 21.0 21.0 27.8
Agree 311 50.6 50.6 78.4
Strongly Agree 133 21.6 21.6 100.0
Total 615 100.0 100.0
 
I can rely on dividend yield and dividend payout figures because  
they have been prepared in accordance with the Corporations law 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 7 1.1 1.1 1.1
Disagree 69 11.2 11.2 12.4
No Opinion 193 31.4 31.4 43.7
Agree 286 46.5 46.5 90.2
Strongly Agree 60 9.8 9.8 100.0
Total 615 100.0 100.0
 
I can rely on dividend yield and dividend payout figures because they  
are based on profit figures that the directors reported as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 6 1.0 1.0 1.0
Disagree 23 3.7 3.7 4.7
No Opinion 102 16.6 16.6 21.3
Agree 329 53.5 53.5 74.8
Strongly Agree 155 25.2 25.2 100.0
Total 615 100.0 100.0
 
I can rely on dividend yield and dividend payout figures because they are based  
on profit figures that have been prepared by an auditor as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 4 .7 .7 .7
Disagree 31 5.0 5.0 5.7
No Opinion 147 23.9 23.9 29.6
Agree 298 48.5 48.5 78.0
Strongly Agree 135 22.0 22.0 100.0
Total 615 100.0 100.0
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I can rely on asset and liability figures because they have 
been prepared by an auditor as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 7 1.1 1.1 1.1
Disagree 32 5.2 5.2 6.3
No Opinion 109 17.7 17.7 24.1
Agree 311 50.6 50.6 74.6
Strongly Agree 156 25.4 25.4 100.0
Total 615 100.0 100.0
 
I can rely on asset and liability figures because they have been 
reported by the directors as true and fair 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 11 1.8 1.8 1.8
Disagree 83 13.5 13.5 15.3
No Opinion 211 34.3 34.3 49.6
Agree 256 41.6 41.6 91.2
Strongly Agree 54 8.8 8.8 100.0
Total 615 100.0 100.0
 
I can rely on asset and liability figures because they have been  
prepared under  approved accounting standards 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 5 .8 .8 .8
Disagree 36 5.9 5.9 6.7
No Opinion 155 25.2 25.2 31.9
Agree 308 50.1 50.1 82.0
Strongly Agree 111 18.0 18.0 100.0
Total 615 100.0 100.0
 
I can rely on asset and liability figures because they have been 
 prepared in accordance with the corporations law 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 4 .7 .7 .7
Disagree 29 4.7 4.7 5.4
No Opinion 161 26.2 26.2 31.5
Agree 295 48.0 48.0 79.5
Strongly Agree 126 20.5 20.5 100.0
Total 615 100.0 100.0
 
I can rely on the reputation of directors when they have a 
 reputation for honesty and integrity 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 10 1.6 1.6 1.6
Disagree 50 8.1 8.1 9.8
No Opinion 163 26.5 26.5 36.3
Agree 263 42.8 42.8 79.0
Strongly Agree 129 21.0 21.0 100.0
Total 615 100.0 100.0
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I can rely on the reputation of directors when they have a  
reputation for increasing profits of the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 8 1.3 1.3 1.3
Disagree 51 8.3 8.3 9.6
No Opinion 151 24.6 24.6 34.1
Agree 294 47.8 47.8 82.0
Strongly Agree 111 18.0 18.0 100.0
Total 615 100.0 100.0
 
 
I can rely on the reputation of directors when they have a reputation 
for increasing the share price of the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 9 1.5 1.5 1.5
Disagree 59 9.6 9.6 11.1
No Opinion 182 29.6 29.6 40.7
Agree 263 42.8 42.8 83.4
Strongly Agree 102 16.6 16.6 100.0
Total 615 100.0 100.0
 
I can rely on the Auditors' Report because the auditors have  
followed approved accounting standards 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 3 .5 .5 .5
Disagree 35 5.7 5.7 6.2
No Opinion 141 22.9 22.9 29.1
Agree 325 52.8 52.8 82.0
Strongly Agree 111 18.0 18.0 100.0
Total 615 100.0 100.0
 
I can rely on the Auditors' Report because the auditors are  
independent experts in accounting 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 5 .8 .8 .8
Disagree 27 4.4 4.4 5.2
No Opinion 151 24.6 24.6 29.8
Agree 312 50.7 50.7 80.5
Strongly Agree 120 19.5 19.5 100.0
Total 615 100.0 100.0
 
I can rely on the Auditors' Report because the auditors have 
complied with the Corporations law 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 4 .7 .7 .7
Disagree 28 4.6 4.6 5.2
No Opinion 155 25.2 25.2 30.4
Agree 304 49.4 49.4 79.8
Strongly Agree 124 20.2 20.2 100.0
Total 615 100.0 100.0
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I can rely on the Auditors' Report because the audit firm has a  
reputation for competence and integrity 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 3 .5 .5 .5
Disagree 29 4.7 4.7 5.2
No Opinion 160 26.0 26.0 31.2
Agree 300 48.8 48.8 80.0
Strongly Agree 123 20.0 20.0 100.0
Total 615 100.0 100.0
 
I can rely on advice from stockbroker or financial advisor because 
they have a reputation for honesty and integrity 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 17 2.8 2.8 2.8
Disagree 95 15.4 15.4 18.2
No Opinion 164 26.7 26.7 44.9
Agree 235 38.2 38.2 83.1
Strongly Agree 104 16.9 16.9 100.0
Total 615 100.0 100.0
 
 
I can rely on advice from stockbroker or financial advisor 
 because they are independent from the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 19 3.1 3.1 3.1
Disagree 81 13.2 13.2 16.3
No Opinion 165 26.8 26.8 43.1
Agree 236 38.4 38.4 81.5
Strongly Agree 114 18.5 18.5 100.0
Total 615 100.0 100.0
 
 
I can rely on the advice from stockbroker or financial analyst 
 because they are well qualified 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 22 3.6 3.6 3.6
Disagree 70 11.4 11.4 15.0
No Opinion 172 28.0 28.0 42.9
Agree 253 41.1 41.1 84.1
Strongly Agree 98 15.9 15.9 100.0
Total 615 100.0 100.0
 
I can rely on advice from stockbroker or financial advisor because they have 
based their opinions on the financial reports (profit and loss, balance sheet etc) 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 11 1.8 1.8 1.8
Disagree 55 8.9 8.9 10.7
No Opinion 168 27.3 27.3 38.0
Agree 288 46.8 46.8 84.9
Strongly Agree 93 15.1 15.1 100.0
Total 615 100.0 100.0
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I can rely on advice from stockbroker or financial advisor because they 
work for firm that has a reputation for competence and integrity 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 14 2.3 2.3 2.3
Disagree 56 9.1 9.1 11.4
No Opinion 154 25.0 25.0 36.4
Agree 268 43.6 43.6 80.0
Strongly Agree 123 20.0 20.0 100.0
Total 615 100.0 100.0
 
I can rely on opinions of commentators in the financial press 
because the are independent from the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 19 3.1 3.1 3.1
Disagree 96 15.6 15.6 18.7
No Opinion 197 32.0 32.0 50.7
Agree 258 42.0 42.0 92.7
Strongly Agree 45 7.3 7.3 100.0
Total 615 100.0 100.0
 
I can rely on opinions of commentators in the financial press  
because they have appropriate training and competence 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 26 4.2 4.2 4.2
Disagree 131 21.3 21.3 25.5
No Opinion 270 43.9 43.9 69.4
Agree 168 27.3 27.3 96.7
Strongly Agree 20 3.3 3.3 100.0
Total 615 100.0 100.0
 
 
I can rely on opinions of commentators in the financial press because  
they have based their opinions on the financial statements 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 14 2.3 2.3 2.3
Disagree 97 15.8 15.8 18.0
No Opinion 231 37.6 37.6 55.6
Agree 241 39.2 39.2 94.8
Strongly Agree 32 5.2 5.2 100.0
Total 615 100.0 100.0
 
 
If the audit firm was receiving substantial consultancy fees I 
 would think about selling my shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 11 1.8 1.8 1.8
Disagree 109 17.7 17.7 19.5
No Opinion 243 39.5 39.5 59.0
Agree 193 31.4 31.4 90.4
Strongly Agree 59 9.6 9.6 100.0
Total 615 100.0 100.0
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If the audit firm was receiving substantial consultancy fees  
I would think about complaining to the board of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 12 2.0 2.0 2.0
Disagree 81 13.2 13.2 15.1
No Opinion 246 40.0 40.0 55.1
Agree 214 34.8 34.8 89.9
Strongly Agree 62 10.1 10.1 100.0
Total 615 100.0 100.0
 
If the audit firm was receiving substantial consultancy fees I would 
not rely on information in  accounting reports to make decisions 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 7 1.1 1.1 1.1
Disagree 68 11.1 11.1 12.2
No Opinion 170 27.6 27.6 39.8
Agree 263 42.8 42.8 82.6
Strongly Agree 107 17.4 17.4 100.0
Total 615 100.0 100.0
 
If the audit firm was receiving substantial consultancy fees 
I would not rely on the directors' statements 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 8 1.3 1.3 1.3
Disagree 73 11.9 11.9 13.2
No Opinion 188 30.6 30.6 43.7
Agree 250 40.7 40.7 84.4
Strongly Agree 96 15.6 15.6 100.0
Total 615 100.0 100.0
 
If the auditor was also a shareholder I would think about selling my shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 18 2.9 2.9 2.9
Disagree 166 27.0 27.0 29.9
No Opinion 250 40.7 40.7 70.6
Agree 131 21.3 21.3 91.9
Strongly Agree 50 8.1 8.1 100.0
Total 615 100.0 100.0
 
If the auditor was also a shareholder I would think about complaining to  
the board of directors 
  Frequency Percent Valid 
Percent
Cumulative
 Percent
Strongly Disagree 14 2.3 2.3 2.3
Disagree 135 22.0 22.0 24.2
No Opinion 255 41.5 41.5 65.7
Agree 150 24.4 24.4 90.1
Strongly Agree 61 9.9 9.9 100.0
Total 615 100.0 100.0
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If the auditor was also a shareholder I would not rely on accounting 
 information provided by the company 
  Frequency Percent Valid
 Percent
Cumulative 
Percent
Strongly Disagree 9 1.5 1.5 1.5
Disagree 123 20.0 20.0 21.5
No Opinion 198 32.2 32.2 53.7
Agree 209 34.0 34.0 87.6
Strongly Agree 76 12.4 12.4 100.0
Total 615 100.0 100.0
 
If the auditor was also a shareholder I would not rely on the directors' statements 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 9 1.5 1.5 1.5
Disagree 113 18.4 18.4 19.8
No Opinion 219 35.6 35.6 55.4
Agree 202 32.8 32.8 88.3
Strongly Agree 72 11.7 11.7 100.0
Total 615 100.0 100.0
 
If the same auditor was responsible for the audit for seven years  
I would think about selling my shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 21 3.4 3.4 3.4
Disagree 253 41.1 41.1 44.6
No Opinion 274 44.6 44.6 89.1
Agree 39 6.3 6.3 95.4
Strongly Agree 28 4.6 4.6 100.0
Total 615 100.0 100.0
 
If the same auditor was responsible for the audit for seven years  
I would think about complaining to the board of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 27 4.4 4.4 4.4
Disagree 230 37.4 37.4 41.8
No Opinion 283 46.0 46.0 87.8
Agree 55 8.9 8.9 96.7
Strongly Agree 20 3.3 3.3 100.0
Total 615 100.0 100.0
 
 
If the same auditor was responsible for the audit for seven years  
I would not rely on accounting information provided by the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 17 2.8 2.8 2.8
Disagree 219 35.6 35.6 38.4
No Opinion 275 44.7 44.7 83.1
Agree 76 12.4 12.4 95.4
Strongly Agree 28 4.6 4.6 100.0
Total 615 100.0 100.0
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If the same auditor was responsible for the audit for seven years  
I would not rely on directors' statements 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 17 2.8 2.8 2.8
Disagree 202 32.8 32.8 35.6
No Opinion 283 46.0 46.0 81.6
Agree 81 13.2 13.2 94.8
Strongly Agree 32 5.2 5.2 100.0
Total 615 100.0 100.0
 
 
If the directors were also directors in a company that was a major supplier 
I would think about selling my shares 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 10 1.6 1.6 1.6
Disagree 170 27.6 27.6 29.3
No Opinion 251 40.8 40.8 70.1
Agree 136 22.1 22.1 92.2
Strongly Agree 48 7.8 7.8 100.0
Total 615 100.0 100.0
 
If the directors were also directors in a company that was a major supplier 
I would think about complaining to the board of directors 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 9 1.5 1.5 1.5
Disagree 145 23.6 23.6 25.0
No Opinion 271 44.1 44.1 69.1
Agree 143 23.3 23.3 92.4
Strongly Agree 47 7.6 7.6 100.0
Total 615 100.0 100.0
 
If the directors were also directors in a company that was a major supplier  
I would not rely on accounting information provided by the company 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 9 1.5 1.5 1.5
Disagree 137 22.3 22.3 23.7
No Opinion 277 45.0 45.0 68.8
Agree 145 23.6 23.6 92.4
Strongly Agree 47 7.6 7.6 100.0
Total 615 100.0 100.0
 
If the directors were also directors in a company that was a major supplier 
 I would not rely on directors' statements 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Strongly Disagree 8 1.3 1.3 1.3
Disagree 109 17.7 17.7 19.0
No Opinion 254 41.3 41.3 60.3
Agree 181 29.4 29.4 89.8
Strongly Agree 63 10.2 10.2 100.0
Total 615 100.0 100.0
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Gender 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Male 399 64.9 64.9 64.9
Female 216 35.1 35.1 100.0
Total 615 100.0 100.0
 
Age 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Under 30 27 4.4 4.4 4.4
Between 30 and 39 61 9.9 9.9 14.3
Between 40 and 49 128 20.8 20.8 35.1
Between 50 and 59 206 33.5 33.5 68.6
Between 60 and 70 88 14.3 14.3 82.9
Over 70 105 17.1 17.1 100.0
Total 615 100.0 100.0
 
 
Level of Education 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
Less than year 12 at secondary school 136 22.1 22.1 22.1
Year 12 completion 95 15.4 15.4 37.6
Tafe Associate Diploma or above 129 21.0 21.0 58.5
University Degree 137 22.3 22.3 80.8
Post Graduate Study 107 17.4 17.4 98.2
PhD 11 1.8 1.8 100.0
Total 615 100.0 100.0
 
Formal Training in Finance/Accounting etc 
 Frequency Percent Valid 
Percent
Cumulative
Percent 
No 400 65.0 65.0 65.0
Yes 215 35.0 35.0 100.0
Total 615 100.0 100.0
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